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THREE TYPICAL WAYS IBM 
FIGURES IN THE FOOD BUSINESS 


Wholesaler...While quadrupling his business, 
an Eastern food wholesaler actually decreased 
his operating costs by using IBM machines for 
billing, inventory and other accounting jobs. 


Manufacturer... Using an IBM computer for op- 
erations research, one major company has 
effected transportation and storage savings of 
half-a-million dollars a year on a single food 
product. 


Meat Packer... A small meat packer keeps his 
prices in line by using IBM equipment for fast, 
accurate cost analyses. Tuesday morning he 
knows the complete cost of each item processed 
in his plant the week before—figures that took 
weeks to obtain by former methods. 
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Every time you shop, you reap the harvest of a 42-billion-dollar 
food industry miracle—without equal in the world! 


To bring you fine foods at lowest possible prices, this 

vital industry trims the high costs of complex accounting and 
distribution operations with IBM punched card 

and electronic systems. 


From crop planning to your table... from shipping to 

grocery shelf...the principle of rapid turnover and low profit 
margins is made workable with the aid of IBM data processing. 
This principle saves your food dollars...adds new worlds 

of variety to your family diet. 


Yes, every day, in uncounted ways, IBM business systems 
quietly add to the pleasure of daily living—the effectiveness 
and profit of business. 


DATA PROCESSING 
DATA ELECTRIC TYPEWRITERS 
PROCESSING 


TIME EQUIPMENT 
MILITARY PRODUCTS 
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a relatively short course in certain important aspects of 


MANAGEMENT METHODS FOR ACCOUNTANTS 


Sor 


PARTIAL LIST 
OF SUBJECTS 


Decision-making 


Methods for planning 


Scatter diagrams with 
built-in confidence limits 


Predicting changes in 
long-term trends 


Special costs for special 


Opportunity costs 
Marginal costs 


Controllable costs 


Principle of exceptions 


Financial planning 
Business relationships 


Trend analysis 
Standards and deviations 
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Public accountants who want to provide broader management 
services to clients 

Private accountants who want to serve management better and prepare 
for top management positions, and 


Others who aspire to top management positions 


e This new IAS MANAGEMENT TRAINING COURSE teaches 
how to understand and use the tools of business measurement. 
Knowledge of these tools is essential to the accountant who wishes 
to serve management better, and such knowledge is just as 
essential for a manager or any business employee who 
has management aspirations. 
@ The advanced subjects are taught by graphic methods. 
No mathematical knowledge beyond business arithmetic is required. 
A wealth of illustrative examples and numerous diagrams 
simplify the explanations. 
e The complete course consists of 55 study assignments, each 
with an examination to be solved and submitted for correction and 
gtading by CPAs and returned to you with a model solution. 
@ The subjects covered are: 

Basic Accounting — 25 assignments 

Economics — 10 assignments 

Management Control — 20 assignments 
e Either or both of the first two sections may be eliminated 
(with a corresponding reduction in tuition) by those who have 
had recent equivalent training and have no need for 
refresher courses on those subjects. 
e The IAS MANAGEMENT TRAINING COURSE is available 
to individuals and also to firms which are interested in enrolling 
a group of employees at a special group discount. 
e If you would like further information about the course and 
a complimentary copy of one of the Management Control 
assignments, address your letter to the Secretary, IAS, 
at the address below. 


% INTERNATIONAL ACCOUNTANTS 
SOCIETY, INCORPORATED 


A Correspondence School Since 1903 
209 WEST JACKSON BOULEVARD, CHICAGO 6, ILLINOIS 
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Editorial material in THE CONTROLLER is 
selected in accordance with the following: 


CONCEPT OF MODERN CONTROLLERSHIP 
of Controllers Institute of America 





1. To establish, coordinate and maintain 
through authorized management, an integrated 
plan for the control of operations. Such a plan 
would provide, to the extent required in the 
business, cost standards, expense budgets, sales 
forecasts, profit planning, and programs for 
capital investment and financing, together 
— the necessary procedures to effectuate the 
plan. 


2. To measure performance against approved 
operating plans and standards, and to report 
and interpret the results of operations to all 
levels of management. This function includes 
the design, installation and maintenance of 
accounting and cost systems and records, the 
determination of accounting policy and the 
compilation of statistical records as required. 


3. To measure and report on the validity of 
the objectives of the business and on the effec- 
tiveness of its policies, organization structure 
and procedures in attaining those objectives. 
This includes consulting with all segments of 
management responsible for policy or action 
concerning any phase of the operation of the 
business as it relates to the performance of this 
function. 





4. To report to government agencies, as re- 
quired, and to supervise all matters relating 
to taxes. 





5. To interpret and report on the effect of 
external influences on the attainment of the 
objectives of the business. This function in- 
cludes the continuous appraisal of economic 
and social forces and of governmental influ- 
ences as they affect the operations of the 
business. 





6. To provide protection for the assets of 
the business. This function includes establish- 
ing and maintaining adequate internal control 
and auditing, and assuring proper insurance 


coverage. 
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from order 
to invoice... 


































WRITTEN JUST ONCE 








From first step to final record, all the 
paperwork you require to process an order is 
reproduced from just one writing—with Ozalid. 


You start with an order filled out by your 
salesman or clerk. Ozalid copies, turned out in 
seconds, serve in order filling, shipping and 
billing. You end costiy, repetitious handcopying 
and retyping ...eliminate copy errors and 
proofreading . . . get shipments and bills 
out sooner ... improve customer service. 


Ozalid ends wasteful duplication of 
paperwork throughout your business. In 
every department, Ozalid replaces 
costly writing or typing with inexpensive 


Direct Copying. 


Ozalid makes copies of anything written, 
printed, typed or drawn on any paper 
that transmits light—at the lowest cost 
per copy of any similar process. 

Actually, vou pay less than a penny 

for a letter-size sheet of 

sensitized Ozalid paper. 


For the full story, call your local 
Ozalid representative . . . or send coupon 
below for more information. 


OZALID* 


DIRECT ane, ovarens 
7CUPY/ 


A Division of General Aniline & Film Corporation, 
In Canada: Hughes Owens Company, Ltd., Montreal 
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Ozalid, Dept. EE-8, Johnson City, N. Y. ; 
Please send more information on how Ozalid Direct | 
Copying can help us with our: | 
C] Order-Invoicing (1) Purchasing (1) Accounting | 
() Production Control C] Receiving [] Engineering 
Name I 
Position J 
Firm 
Address | 
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City State 
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MORE PROS AND CONS ON ECONOMIC BUYING QUANTITIES 


Editors, THE CONTROLLER: 

I am forwarding herewith copies of sev- 
eral inquiries and our replies re our recent 
article ““An Approach to Selecting Eco- 
nomic Buying Quantities” published in 
March 1957 issue of THE CONTROLLER. 


NorMAN E. LANG 
American Machine & Foundry Company 
New York, N. Y. 


Dear Mr. Lang: 

My concern at the moment is stores 
inventories of maintenance supplies and 
parts. Sometime ago I researched the liter- 
ature on the subject of economic buying 
quantities and with respect to costs of 
carrying this type inventory I had drawn 


up the attached list of factors which I 
thought should be taken into consideration. 
As yet I have done nothing with them. 

The difficulty is that they all do not 
relate themselves best to the same base— 
dollars. For example, those marked with a 
(*) would seem to be related more to 
number of transactions regardless of dol- 
lars. In the practical application of the 
formula perhaps this is a refinement that 
has to be sacrificed or which may be ironed 
out in the over-all percentages based on 
dollars. Or, with respect to any single item 
being studied for optimum ordering quan- 
tity, would the percentage costs *ed be 
adjusted for an activity factor in some way? 


W. E. SLAUGHTER 
Reynolds Metals Co. 
Richmond, Va. 











Depreciation and Depletion Studies 
Valuations and Appraisals 
Organization and Business Reports 
Securities Registration Investigations 
Design and Construction 
Industrial Engineering 


For, Bacon & Davis 


Engineers 


39 BROADWAY, NEW YORK 6, N. Y. 
LOS ANGELES 


CHICAGO : 














WORKSHEET FOR COMPUTING COST 
OF CARRYING STORES INVENTORY 
% of 
Cost Avg, Iny, 
per yr. Balance 

*Records clerks (less proportion 
devoted to receiving) $ 

Stores administration (less pro- 
portion devoted to ordering 
and receiving functions) 

*Stock pickers and warehouse- 
men (less proportion devoted 
to receiving) 

*Inventorying—if not included in 
above 

Housekeeping 

Obsolescence and surplus 

Interest on investment (use 5%) 

Insurance on stock 

Taxes on stock 

Insurance and taxes on build- 
ing and equipment 

Cost of utilities 

Depreciation on warehouse 
building and equipment 


% i 


Total cost of carrying $ % 
td 


Dear Mr. Slaughter: 


I appreciate your note relating to m) 
recent article in THE CONTROLLER. In 1-} 
gard to your question on relating element 
of inventory cost to the number of trani- 
actions, we determined very early in th 
game that any attempt to determine in. 
vestment cost on the basis of number of 
transactions would clearly prevent us from 
developing a practical approach to the 
problem. 

In line with our original objective to de- 
velop a simple usable method, we related 
the variable costs of inventory possession 
to inventory balances on the percentage 
method, the details of which are shown 
below: 


1. Loss due to inability to take advan- 
tage of other profit-making ven- 


tures (or foregone opportunities) * 8 
2. Interest on funds 4 
3. Product obsolescence § 
4. Product deterioration 3 
5. Handling y. 
6. Taxes .50 
7. Space cost 25 
8. Insurance aa 
9. Supplies (bins, pallets, etc.) 25 
Total per year 23.25% 


* Such as capital assets with a short pay-of. 


There is no question in my mind that 
record clerks, stock pickers and warehouse ¥ 
men, and the function of physical inventor) 
are related to unit transactions, howevei 
these areas of cost are of the most minor 
character in the usual sense and the com- 
promises we have taken have not signif 
cantly altered the result. 

You will note that we have assigned 4 

(Continued on page 370) 


Readers of THE CONTROLLER 
are invited to express their reac- 
tions to articles appearing within 
our pages. Letters will be welcomed 
for inclusion on this page and must 
bear the writer's signature and ad- 
dress (which will be withheld if so 
requested). The Editors 


—— 
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3 Revolutionary One-Writing Method Slashes Rewriting and Clerical 
50 : H H H 
7 Copying as Much as 70% in Accounting Operations! 
25 
a You owe it to yourself and to your company to get the important 
= savings offered by this newest concept of paperwork simplification 
23.25% in accounting operations! It’s the revolutionary one-writing method BRUNING 
bay-off. § made possible by modern Copyflex copying machines! 
1 that Accounting paperwork involves a tremendous amount of rewrit- Coptenaiaintid tidal: wale 
house: ing and clerical copying. Hundreds of accounting firms and depart- es gy Gass on ans CX 
entor) ments have proved that Copyflex eliminates virtually all of this translucent paper—in seconds. 
weve costly work load! 
ino 7 ° e ° ° 
ger With Copyflex, only new or variable information is entered on Offices in 38 Cities of the U.S. and Canada 
pee worksheets or forms. Then exact, black-on-white copies are made 
agi} in seconds—without slow, costly, error-prone rewriting and retyp- 
peas ing of constant or previously issued data. Copyflex machines are peo ~ 
si clean, odorless, economical—81¥% x 11-inch copies cost Jess than a | Chhtstes Geentan Ce. nc. Rae ! 
penny each for materials! Models are available with copying { as ie ae se | 
widths up to 54 inches | 4700 Montrose Avenue, Chicago 41, Illinois | 
ER The comprehensive 16-page booklet illustrated above fully de- | Please rush me my free copy of your new 16-page booklet, I 
; sige a A | “Shortcuts to Accounting”! | 
"- scribes how the Copyflex one-writing method speeds and simplifies 
its preparation of all types of reports, schedules, analyses, statements, Name Title 
ve worksheets, and records. It’s a gold mine of information that you De 
, would find difficult to obtain elsewhere. It’s yours at no cost or aie 
‘4 obligation. Send for your copy today! You'll be glad you did! | Address | 
so CHARLES BRUNING COMPANY, INC., CHICAGO | it Zone____State 
ors In Canada: Charles Bruning Co. (Canada) Ltd., 105 Church St., Toronto 1, Ontario ee —— eee ~ 
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substantial amount of cost to our inability 
to invest funds tied up in overnormal in- 
ventories into profit-making ventures, which 
ue referred to as foregone opportunities. 

We hope this information will be of 
some value to you in your current studies 
of the problem of inventory costs. 


Dear Mr. Lang: 


We have read with interest your article 
on economic buying quantities in the March 
issue of THE CONTROLLER. We have been 
using formulas and graphs as an assistance 
to purchasing of repetitive items for the 
past three years. Your table is a very inter- 
esting and easily usable method of imple- 
menting this information. 

We are wondering if you could advise us 
what cost factors you used in developing 
the items of the cost of issuing a purchase 
order and the cost of inventory possession. 
For example, in the cost per purchase order 
you perhaps included the costs of stationery, 
clerical costs of buying, receiving, and in- 
spection, but did you also include occupancy 
and overhead costs on these functions? In 
the cost of inventory possession, you per- 
haps included interest, insurance, taxes, 
stock-keep, labor write-offs and losses and 
record keeping, but did you also include 
occupancy and overhead? 


THE COMTROUER............+. 


At one of cur plants we obtained an 
average cost of 1.85% per month for in- 
ventory possession but we obtained the 
very low cost of $2.64 per purchase order. 
Any information and suggestions you can 
give us relative to the cost elements will be 
sincerely appreciated. 


E. W. NOBLE 

General Purchasing Agent 
Moore Business Forms, Inc. 
Niagara Falls, N. Y. 


Dear Mr. Noble: 

We are pleased you also found our table 
to be an easy practical method of control- 
ling inventory buying, as we have had the 
same experience. 

Relative to the cost of a "purchase order,” 
we have referred to this cost as “purchase 
order” cost based upon the presumption 
that we order one single item to an order. 
In ordering two items, the “total purchase 
order” cost would become $20, etc. 

As you have presumed, we have included 
only the variable” cost of the buying, ie. 
forms, clerical cost, receiving, inspection, 
and placing in stock, but have not included 
supervisory cost and occupancy cost as these 
costs are, generally speaking, impervious to 
the number of purchase orders issued. 
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In regard to inventory possession cost 
again we have limited the costs to thoy 
created by inventory (which include occy. 
pancy on the theory that warehouse Space 
is variable, which it is in many of ow 
units), the details of which are shown in 
the chart enclosed. (Same as the char 
shown above in the Slaughter letter.) 


Dear Mr. Lang: 

In your very interesting and informative 
article in THE CONTROLLER, you mention 
“inventory possession cost based upon 
2% (per month) levy on average inventory 
on hand. . .” 
(which is a relatively minor one), I have 
been trying to do some research on the 
subject of inventory costs and it would be 
most helpful to me to know the formula 
you used to arrive at the 2% per month 
levy. 


Fay WILSON 
Philadelphia, Pa. 


Dear Mrs. Wilson: 

In regard to inventory possession cost, 
we have limited the costs to those created 
by inventory (which include occupancy on 
the theory that warehouse space is variable, 
which it is in many of our units), the 
details of which are shown in the chart 
enclosed. (Same as the chart shown in the 
Slaughter letter above. ) 

We are happy to pass this information 
on to you and hope you can make some 
effective use of the principle. 





American Appraisals 
avoid losses due 
to under-insurance 


Continuous American Appraisal 
Service® prevents under-insurance by 
providing current valuation facts— 
based on records that command 
respect and are always available when 
proof is needed. 


The 
AMERICAN 


APPRAISAL 


Company 
leader in property valuation 
HOME OFFICE: MILWAUKEE 1, WIS. 
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Blue Monday 

A new electronic brain made its debut in Belgium re- 
cently before a group of government ministers and experts 
in the field. An hour before its debut, the machine 
answered any and all questions—but suddenly, when all 
eyes were upon it, the machine was temporarily unable to 
deal with the data fed into it. 

The incident occurred on June 3—a Monday. Mere 
humans will sympathize with the electronic brain. We all 
have our off-Mondays. 


Budgets vs. “Traps” 

Because an estimated 80% to 98% of new product ideas 
succumb to the competition of the marketplace, management 
must take all possible steps in advance to avoid the economic 
“booby traps” involved in marketing a new product. Con- 
sidering the subject, Printers’ Ink recently presented a list 
of “‘traps’’ which included one of particular interest to cor- 
porate controllers and financial officers, i.e., going forward 
on the assumption that “the Lord will provide.” 

The absence of complete budget estimates can be one of 
the most fatal of the new product traps. Considering the 
subject further, an article in Management Digest for July 
1957 lists four important steps: 


1. Prepare and maintain budget based on best current esti- 
mates of unit sales, selling price, selling costs including execu- 
tive time, production costs and overhead. What is effect of pro- 
duction of this product on cost of other products ? 


2. Total the estimated investment (including machinery, ma- 
terials, inventory, losses). Is this capital available ? 


3. Construct budgets based on favorable and unfavorable as- 
sumptions, and for several time periods. Break items into further 
detail and check against relevant experience. 

4. What is the estimated return on investment? Is this better 
than alternate investments ? 


Trends in Welfare Funds 


Increasingly in recent months the spotlight has been 
turned on industrial welfare funds, particularly in the halls 
of Congress. To obtain a fuller knowledge of their economic 
consequences, the Twentieth Century Fund recently an- 
nounced a study in this field. Reserves built up in private 
business for employe retirement benefits, it is estimated by 
the Fund, now total approximately $30 billion. According 
to another estimate, by the National Bureau of Economic Re- 
search, the reserves in public and private programs have in- 
creased more than tenfold since 1940 and the number of 
persons receiving benefits has increased from three million 


XUM 


to 15 million between 1940 and the present. From a savings 
and investment standpoint, private pensions are an impor- 
tant element in the national economy, the Bureau notes, and 
in the past decade private funds have been growing even 
faster than the public pension reserves. 


The Automation Bogey 

Automation should not be a source of fear about wide- 
spread unemployment, according to an English authority on 
industrial technology, the Earl of Halsbury, who pointed out 
in a recent issue of the British journal Impact that we must 
wait for a ‘‘new generation of factories to see the full conse- 
quences of automation,”’ which he sees as a sign of the partial 
emergence of our society from “the worst of the machine age 
into better times.” 

Automatic processes in industry are divided by Lord Hals- 
bury into four types: control engineering, communication 
engineering, transfer processing and automatic assembly. Of 
these four, the one of greatest immediate interest to readers 
of THE CONTROLLER is communication engineering, in 
which the advances from automation are largely in the area 
of computing machines. And here, according to the writer, 
accountants—the most likely victims of “computerization” 
—are already in short supply. 


Take One—in Seven 

In lieu of medical examinations, calorie counts, executive 
dining rooms and other approaches to executive health, a 
New York firm recently inaugurated a program whereby its 
top officers and executives are required to take a one-week 
vacation every seven weeks. 

Questioned as to the firm’s ability to handle such one-week 
vacations for its 11 top executives every seventh week, the 
firm’s president responded: 

“We can’t afford to let them get dried up, hollering at 
their wives, developing ulcers, losing efficiency and good 
nature. I’ve already tried it myself, four months. It works. 
It pays off. We'll all live longer, work harder, be happier, 
make more money.” 


The Lighter Touch 

At a recent convention of the Pennsylvania Bankers Asso- 
ciation in Atlantic City, N. J., there was distributed an “‘all- 
in-fun’” issue of the Broad Street Journal (a nonexistent but 
spritely publication) which included a number of items with 
a lighter touch. For example, it carried word about a forth- 
coming merger between a bank and an oil company whereby 
the bank will be able to put tellers in every gas station. What 
price branch banking! 

In another column, there appeared a classified advertise- 
ment seeking a bank controller with this requirement: 
Earlier experience as traveling salesman. The background 
reason for the requirement as published was this: “Our 
present controller is strictly an inside man with no personal 
experience preparing expense accounts. The things our men 





are doing to him are murder.” —PAUL HAASE 
THE CONTROLLER................AUGUST 1957 
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CREDITS 


you can’t collect on 


Vital! That’s the word for your accounts 
teceivable and other accounting records. So 
vital, that 43% of the firms who lose these 
records to fire are unable to resume busi- 
ness. Why? Because you need them to prove 
your loss — collect your insurance. 

So don’t gamble! Protect your irreplace- 
able records in insulated SAFE-FILE® Ledger 
Trays. Certified by Underwriters’ Labora- 


tories Inc. to withstand temperatures 
reaching 1850°F for up to two hours, this 
“point-of-use” full-time protection offers fur- 
ther saving by reducing your accounts 
receivable insurance premiums. 

Don’t delay! Write today for your FREE 
copy of “You Can’t Coilect On This” 
(SC774) to Room 1813 ,315 Fourth Avenue, 
New York 10, New York. 


+ 


Remington. Prana 


DIVISION OF SPERRY RAND CORPORATION 


The Two-Hour 
SAFE-FILE Ledger Tray 
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Rates of Return: 
the Effects of Borrowing 


Louis O. Foster 


AST YEAR Fortune, in an article on business borrowing, ran 
L this caption over a group of pictures of corporation execu- 
tives: “One corporation’s meat is another's poison; some like 
debt, some despise it.’’ As far as it goes, this sentence describes 
the situation accurately and vividly. Taken alone, however, it 
fails to note two significant points—points the author did note 
in the body of his article. 

One is that the number of those who “‘like’”’ debt—or, at least, 
are interested in studying its greater possibilities—is growing. 
For example, the Ford Motor Company, hitherto strictly equity- 
financed, recently announced a note issue. 

The other is that even those who “‘despise’’ it most heartily are 
likely to borrow. Some borrow only when they must, and try to 
get out of debt as fast as they can. Others remain continuously 
in debt, but try to hold their indebtedness within rigid limits. 

The disagreement, therefore, is really not about whether to go 
into debt, but about how far and how eagerly. 

The traditional view is that debt financing is unsound, or, at 
least, less sound than equity financing. Its proponents point out 
that debt-financed companies are likely to be those hardest hit 
by hard times, which is undoubtedly true. Beyond this, however, 
many appear to be oppressed by the mere thought that what is 
borrowed must be repaid; they seem to feel that the lender some- 
how holds the whip hand over the borrower, and that borrowing, 
for this reason alone, could be disastrous. If a conservative says 
of a company’s stock, “There is nothing ahead of it,” he means 
he approves of it enthusiastically. 

The opposite approach is somewhat more venturesome. While 
recognizing the possibility of hard times, its advocate views a 
corporation as a “going concern” and expects it to continue as 
such. His idea of praise is to say of a company, “Its stockholders 
have a good thing. They supply only a small part of the capital.” 

Banks illustrate this point of view. In 1955, for instance, the 
Midway National Bank of St. Paul, Minnesota, had a fairly typi- 
cal financial structure. The common stockholders’ residual equity 
was 5 per cent of total assets; demand deposits, accruals and 
other minor current liabilities made up the other 95 per cent. On 
total assets—that is, on the total amount of capital used in its 
operation—its earning rate was less than 1 per cent, but it earned 
almost 14 per cent for its common stockholders. These stock- 
holders made efficient use of borrowed capital. 

Practical considerations may soon force abandonment of the 
view that borrowing is bad. At a Conference on Economic 
Growth held at Dartmouth College in June 1956, Dr. Paul W. 
McCracken of the University of Michigan suggested that if the 
8ross national product is to advance as predicted, net private debt, 
which totaled $388 billion at the end of 1955, may have to rise 
to $733 billion by 1965. Much of such an,increase, obviously, 
would be in corporate debt. 

_ Two current factors—the comparatively high cost of borrow- 
ing and high income taxes—pull the trend in opposite directions. 








A precise analysis 
of returns and risks in 
various financing patterns 


The first tends to deter flotation of bond issues. But an increase 
in interest cost is only a minor consideration if borrowed capital 
permits substantial expansion of earnings, and the fact that in- 
terest may be deducted as an expense before taxes has the effect 
of cutting its real cost pasties es: 2 

However, whether total corporate debt increases, decreases or 
remains stable, any company may, at any time, snvestigate the 
possibilities of borrowing. Consequently, a method whereby a 
company might determine, to a fraction of 1 per cent, how a 
particular loan would affect the return to its common stock- 
holders would be extremely valuable. 

Such a method is propesed in this paper. 

An understanding of this method requires a shift from the 
conventional terminology and form of both the balance sheet 
and the statement of income. The conventional approach views 
liabilities as obligations that must be repaid and classifies them 
according to dates of maturity. The new approach, shifting the 
stress entirely, distinguishes among sources of capital on the 
basis of the price to be paid for their use; that is, according to 
how much they cost the -corporation. It thus suggests this rear- 
rangement of the R. J. Reynolds Tobacco Company balance sheet 
as of December 31, 1954: 


Total assets $61 7,636,000 


Sources of assets 


Non-cost $ 70,872,000 





Interest cost 194,000,000 
Prior-dividend cost 73,655,000 
Residual or common-stock equity 279,109,000 

$61 7,636,000 
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Note that for this purpose maturity dates are not important; 
all liabilities for which interest is paid are shown in the “Interest 
cost’’ section, regardless of maturity dates. Preferred stock is 
separated from common stock because preferred dividends rank 
ahead of common dividends in distribution of earnings. 

A type of earnings statement more useful for present purposes 
requires no new computations except the additions and subtrac- 
tions performed on the statement itself. Otherwise, as the re- 
vised Reynolds earnings statement illustrates below, the only 
change required is one of arrangement: 


Total revenues $814,276,000 
Less: 

Cost of goods sold $701,646,000 

Depreciation and obsolescence 3,412,000 

Provision for profit participation t,188,000 

Provision for all income taxes ‘58,517,000 764,763,000 





$ 49,513,000 
A,686,000 
$ 44,827,000 
2,895,000 


Available for all capital suppliers 
Interest and debt expense 


Available for all stockholders 
Preferred dividends 


$ 41,932,000 





Available for common stockholders 


At this point it may be well to clear up any possible confusion 
caused by the listing of interest cost after income taxes on the 
revised statement. Such taxes must be computed in the customary 
way—that is, with interest cost as an expense deduction—before 
the new-style earnings statement can be prepared. However, after 
taxes have been computed, the new approach arranges the rele- 
vant data according to the purpose for which it was designed: 
to show the net income available for (1) all capital suppliers 
and (2) each class of capital suppliers after the preceding class 
has received its share. 


EARNING RATES ON THE VARIOUS SOURCES OF CAPITAL 
A breakdown of the revised financial statements reveals sig- 
nificant information about the cost of, and return from, the 
various kinds of capital. 
1. To determine the earning rate on total capital in use as of 












































“Push harder, it sticks sometimes” 
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the date of the balance sheet, divide NET INCOME AVAILABLE FoR 
ALL CAPITAL SUPPLIERS by TOTAL ASSETS: 


617,636 


‘ = 8.0% 
49,513 ‘as 


This percentage measures management's effectiveness in Op. 
erating the enterprise assets. It is the rate of return on total in. 
vestment under current conditions of capital supply. 

2. To determine the earning rate on all but non-cost capital, 
divide NET INCOME AVAILABLE FOR ALL CAPITAL SUPPLIERS by 
TOTAL ASSETS LESS NON-COST: 


A 
49,513 = 9.1% 
546,764 

Since those who contributed the $70,872,000 non-cost capital 
drew no return for its use, the total net income available for all 
capital suppliers, $49,513,000, is available also for all but non- 
cost capital suppliers. The figure $546,764,000 ($617,636,000 
minus $70,872,000) is the amount of capital furnished by sup. 
pliers who must be paid for the use of their funds. 

3. To determine the earning rate for all shareholders, divide 
NET INCOME AVAILABLE FOR ALL STOCKHOLDERS by ASSETs 
SUPPLIED BY ALL STOCKHOLDERS: 


44,827 


Since $4,686,000 was paid for the use of the capital from the 
interest-cost sources, that figure must be subtracted from the 
amount of net income available for all capital suppliers 
($49,513,000) to determine the net income available for all 
shareholders. The amount of assets supplied by all shareholders 
is the sum of the prior-dividend cost assets and the common- 
stock equity. 

4. To determine the earning rate for common stockholders, 
divide NET INCOME AVAILABLE FOR COMMON STOCKHOLDERS 
by ASSETS SUPPLIED BY COMMON STOCKHOLDERS: 


41,932 


: = 15.07 
279,109 = 


The $2,895,000 paid the preferred stockholders must be sub- 
tracted from $44,827,000 to determine the net income available 
for the common stockholders. The common-stock equity was 
shown in the revised balance sheet. 

Apparently, then, the company’s financing procedure raised 
the rate of return to common stockholders from 8 per cent to 15 
per cent. Actually, as we shall see in a moment, it did even better. 


EFFECT OF TAX FACTOR ON INTEREST COST 

The earning rate on total capital—8 per cent as the corporation 
actually was financed—would not have been 8 per cent if stock- 
holders had supplied all the capital. The reason: 

Had there been no interest-cost capital, the $4,686,000 interest 
and debt expense would have been additional before-tax earn- 
ings. Since the corporation paid federal and state income taxes 
at the rate of 56.6 per cent, and since interest is a deduction be- 
fore the tax computation, additional before-tax earnings of 
$4,686,000 would have been subject to additional taxes totaling 
about $2,652,000. Subtraction of $2,652,000 from $49,513,000 
would have left total after-tax earnings of $46,861,000; the rate 
of return could then have been $46,861,000 divided by 
$617,636,000, or only 7.6 per cent. This is scarcely half the rate 
actually returned to common stockholders. ; 

The argument for judicious use of debt in a company’s finan- 
cial structure seems to be gaining strength. But the whole story 
has not yet been told. 


RETURNS FROM ADDITIONAL STOCKHOLDER INVESTMENT 

The question may now be considered from a slightly different 
angle: How much more would the common stockholders have 
earned by providing all but the non-cost segment of the com- 
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any’s capital, and what would have been the earning rate on 
the additional investment ? 

‘The additional investment would have been the total obtained 
from interest-cost creditors and prior-dividend stockholders, or 
$267,655,000. The effect of the additional investment, it was 
shown in the preceding section, would have been to raise com- 
mon stockholders’ earnings to $46,861,000. Since their actual 


- earnings were $41,932,000, the additional earnings would have 


been $4,929,000. Therefore the earning rate on the additional 
investment would have been $4,929,000 divided by $267,655,000, 
or 1.8 per cent. 

The common stockholders, remember, were able to earn 15 
er cent on the $279,109,000 they did invest. Is it not likely, 
then, that they could have found ways to earn more than 1.8 per 
cent on the additional $267,655,000—even assuming they had 
it available? Was not debt financing, therefore, a very wise and 
profitable procedure ? 


EFFECTIVE USE OF DEBT 
Republic Steel enjoys a reputation for conservatism in its fi- 
nancial structure. With common stockholders supplying 82 per 


Sources of capital 
Non-cost 
Interest cost 
Prior-dividend cost 
Residual or common-stock equity 








Pittsburgh Crucible 
10.6% 14.3% 
28.9% 21.9% 
17.2% 19.2% 
43.3% 44.6% 

100.0% 100.0% 


Here is what these companies actually returned to stockhold- 
ers, expressed in percentage and in dollars, and what they would 
have returned had they not been in debt: 


Earning rate had common stockhold- 
ers supplied all capital 

Earning rate had common stockhold- 
ers supplied all but non-cost capital 

Actual earning rate 

Dollars earned had common stock- 
holders supplied all capital 

Actual dollars earned 

Cost of the financing plan to common 
stockholders 


Pittsburgh Crucible 
1.7% 3.1% 
1.9% 3.6% 
0.9% 3.6% 


$2,404,000 $4,435,000 
$ 565,000 $2,302,000 


$1,839,000 $2,133,000 


SSETS § cent of its capital, its proportion of debt is the smallest in the 
industry. The Pittsburgh Steel Company, on the other hand, has 
both long-term debt and preferred stock outstanding; the com- 
mon stockholders’ equity comprises only 46 per cent of its capi- 
tal. Here is an exact comparison of the two companies’ capital 
n the § sources at the end of 1955: 


The figures speak for themselves: Debt is expensive to the 
common stockholders unless a corporation’s earning rate is high 
enough to cover fixed financing charges. 


THE REAL SIGNIFICANCE OF THE NEW METHOD 








ue mages atoning But the new approach would have little significance if it could 

ral] | Non-cost 6% 15.9% be applied only in retrospect. It has practical value only if it 

Iders § interest cost 5.9% 23.1 ban offers a basis for planning for the present and future. 

nae Prior-dividend cost - 15.8% How can it be useful to a company facing an immediate prob- 
Residual equity 81.5% 45.8% lem in financing ? 

ders, aM Ra Assume that X Corporation has decided to expand. Currently 

DERS 100.0% 100.0% its assets total $55,000, of which $5,000 is from non-cost sources 

Let us now substitute dollars for percentages in Republic’s 

actual structure, and then, keeping the same total, “gemmance eS ea ee ee 
Republic according to Pittsburgh’s pattern: 

- Actual “Refinanced” TIME CLOCK PUNCHERS 

sub- 

able a. $ poeta pee pp Employes in three out of five companies are 

Was I pidividend cost a 120.787 .000 punching time clocks, according to a Prentice- 

a Residual equity 623,155,000 350,130,000 Hall survey of 210 representative companies. 

a — Every company having over 5000 workers on 

sie $764,476,000 $764,476,000 the payroll uses time clocks to some extent. 


Among the vast majority of employers using 


Now to compare Republic’s actual 1955 leverage with its lev- 
time clocks, punching is not required of top 


erage as ‘refinanced’: 


tion | Earning rate Actual “Refinanced””’ brass, supervisors or foremen, and employes 
ock- On total assets 11.5% 11.9% exempt from the Wage-Hour Law restrictions. 
ala P 8 
; On total except non-cost 13.2% 14.1% Lunch hour punching is the rule in 50 per cent 
a On total except debt 13.8% 17.7% of companies having these mechanical time- 
arn- On residual equity 13.8% 22.3% lease 
sa eepers. 
he- The difference in the rates for total assets is, of course, a result Of the employers not now using time clocks. 
of | of the tax-deductibility of interest payments. 7 one-sixth formerly used them but have dis- 
ling But the important point is the spread between returns ‘‘on pueae ? : x = : 
f Fy. s : deg he : continued their use; the other five-sixths have 
000 § total assets’ and ‘“‘on residual equity.” Republic in 1955 in- 
rate | ‘teased its return on residual equity only 2.3 per cent; it would never installed the devices and have no future 
by | have increased it 10.8 per cent had its financing followed the plans for them. 
rate | Pittsburgh pattern. Companies who have stopped using time 
clocks indicate that the honor system and 
an- | THE HAZARDS OF DEBT manually prepared records adequately meet all 
ory 
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But debt is not the panacea for all corporate ills; its use in- 
volves a certain amount of risk. In a year when profits are low, 
common stockholders may find it more profitable—or less costly 
—to have supplied all the capital than to have borrowed. For 
example, note the effects of debt on the Pittsburgh and Crucible 
steel companies in 1954, a year when steel profits were low. 
Their financial structures at the end of the year: 


record keeping requirements and generally re- 
sult in improved morale. 
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$45,000. 


ment for each: 


and the rest from common-stockholder equity. It has been esti- 
mated that annual before-tax earnings, after expansion, will be 
$25,000; the additional capital required to achieve this goal is 


Assume the $45,000 is available in either of two ways: 
1. Through additional common-stockholder investment (Plan 


3 

2. Through flotation of a $15,000 loan at 4 per cent interest 
and issuance of $30,000 preferred stock at 5 per cent (Plan B). 

To decide between the two plans, draw up an earnings state- 
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Plan A 
Total revenues $200,000 
Cost and expenses 
Employes $82,000 
Materials 88,000 
Depreciation 5,000 
Federal income tax 13,000 188,000 
Net income $ 12,000 
Plan B 
Total revenues $200,000 
Cost and expenses 
Employes $82,000 
Materials 88,000 
Depreciation 5,000 
Federal income tax 12,688 187,688 
Available for all capital suppliers $:12;312 
Less: interest 600 
Available for all stockholders S172 
Less: preferred dividends 1,500 
Available for common stockholders $ 10,212 
Now determine the leverage for each plan: 
Plan A Plan B 
;, Rate of return on all capital 12.00% 12.31% 
42. c 3 Rate of return on all but non-cost 1263% 12.96% 
= Rate of return to all stockholders 12.53% 14.64% 
Rate of return to common stockholders 12.53% 20.42% 


~ Leverage is 0.53 per cent under Plan A, 8.11 per cent unde 
Plan B. The rate to common stockholders is 12.53 per cent under 
Plan A, 20.42 per cent under Plan B. Clearly Plan B deserves 
serious consideration. 

We may also determine how much the common stockholders 
will earn on the additional $45,000 if they can supply it them. 
selves: 


Return to common stockholders on $95,000 investment $12,000 
Return to common stockholders on $50,000 investment 10,212 


Return to common stockholders on additional $45,000 $ 1,788 


The rate of return on the additional investment, therefore, is 
$1,788 divided by $45,000, or 3.91 per cent. This fact may also 
influence the decision. 

The Ford Company, we noted earlier, has floated a note issue 
for the first time in its corporate history. Certainly the figures in 
its only published report to date suggest it might find borrowing 
extremely profitable. In 1955, according to that report, Ford 
earned slightly less than 17 per cent on total assets, slightly less 
than 22 per cent on the stockholders’ equity. “Refinanced” in 


the Pittsburgh Steel — as we “refinanced” Republic Steel, | 


it would have earned almost 174 per cent on total assets; and 
the leverage provided by non-cost, interest cost and prior-divi- 
dend cost capital would have raised the rate to common stock- 
holders to a spectacular 34.3 per cent. At this rate original capital 
would have been recovered every three years. 


SUMMARY AND CONCLUSIONS 

The traditional view that debt in a corporation’s financial 
structure indicates a lack of soundness is increasingly open to 
serious questions; in fact, it may have to be abandoned if Amer- 
ica’s gross national product expands as predicted in the next 
decade. If any corporation is so “conservative’’ that it absolutely 
refuses to borrow it may find itself, at best, unable to share in 
the expected general expansion. 

Certainly corporate-expansion plans call for careful study of 
the exact yields possible through use of various kinds of debt and 
issuance of preferred stock. 

The method we have outlined permits corporations to analyze 
and compare, with percentage precision, the various returns 
produced by, and the risks involved in, various patterns of financ- 
ing. Its use could be rewarding. 


NOTE: This study was first published by the Amos Tuck School of Business Administration, Dartmouth College, under a grant from 


the Alfred P. Sloan Foundation 
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This is the way your 
automatic office begins 


... With the fully automatic Friden Calculator—the 

one and only Thinking Machine of American Business 
—taking over everyday statistical work for payroll, 
invoicing, inventory, sales analysis, all the figuring you do! 


You move your business deep into the new automatic figuring era 
the day you buy a Friden Calculator. It performs more steps in 
figure-work without operator decisions than any other calculating 
machine . .. delivers near instantaneous answers at the touch of a 
key ...is the essential programmer in many IDP systems. Watch 
the Friden Calculator go to work on your toughest figuring routines. 
See the time savings it brings. Many models, all simple to operate. 
Call your nearby Friden Man. 





brings you an automatic office 


Commercial Controls Corporation, Rochester, N. Y., Subsidiary 


©Friden Calculating Machine Co., Inc., San Leandro, California — sales, instruction, service throughout U.S. and world. 











Putting IDP to Work 


Donald L. Rehberg 


_ eaen the Stainless Steel Division of 
Jones & Laughlin Steel Corporation 
(then the Rotary Electric Steel Company) 
converted an important portion‘of its out- 

ut to the production of stainless steel 
a orders received in the Detroit office 
in the space of a year more than doubled. 
Instead of being swamped by the in- 
creased flow of paperwork, however, em- 
ployes were able to speed up processing of 
orders tremendously because of a new 
system which eliminates all repetitive typ- 
ing and tightens control over origins of 
information. 


OUR MODERN SYSTEM 

The new procedures for order-entry, 
shipping and invoicing enabled us to 
handle the doubled workload without in- 
creasing personnel. With speed more of a 
requisite than ever before for certain or- 
ders, they are handled six times faster than 
previously. In addition, management has 
been provided with a direct pipeline to an 
untapped source of statistical information. 

Paradoxically, it was the introduction of 
an ‘old-fashioned’? method of steel-mak- 
ing which was one of the main reasons for 
the inauguration of a modern system of 
Integrated Data Processing in our offices. 

In mid-1956, Rotary Electric Steel 
opened a new hand bar-rolling mill to 
produce finished stainless steel bars of 
very high quality and close tolerances. 


x 


‘ 


DONALD L. REHBERG is a native of Southeastern Michi- 
gan. He holds an AB and MBA from the University of Mich- 
igan, graduating from that institution in 1949. Shortly after 
graduation, he joined the certified public accounting 
firm of Arthur Andersen & Company, and in 1951 he ob- 
tained his CPA certificate in Michigan. In February 1956 he 
became associated with his present employer, Rotary Elec- 
tric Steel Company, Detroit, Michigan (now the Stainless 
Steel Division, Jones & Laughlin Steel Corporation) and 
was elected to the position of controller in July 1956. 


This mill, in which the men handle red- 
hot bars with tongs as in the early days of 
steel manufacture, supplements the fully- 
mechanized bar-rolling mill opened by 
Rotary in 1950. 

The two mills made it possible for the 
company’s production of stainless steel 
bars to reach record levels. As a result, we 
watched the total volume of orders climb 
from 600 to 1,400 orders a month. The 
increment was almost entirely in stainless 
bar orders, since there are a great many 
more of these per ton of production than 
was the case with our previous production 
of semi-finished slabs and billets. 

In terms of paperwork, the change 
meant a much greater emphasis on speed. 
While delivery time on semi-finished slabs 
and billets averaged from a month to six 
weeks, there now is a preponderance of or- 
ders from stock, with immediate shipment 
required. The number of these fast-mov- 
ing orders from stock has more than 
doubled in one year, and now constitutes 
25% of all orders received. 

Thus, a revision in the handling of or- 
ders was dictated if paperwork was to 
keep pace with the growth of our com- 
pany, whose sales of $54 million in 1955 
were the highest since it was founded in 
1933. 


LINKING OUR OPERATION POINTS 
To meet this challenge, an IDP system 
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| 
Using new procedures to handle | 


doubled workload without 
increasing personnel 


was developed linking together for the 
first time Rotary’s district offices, its cen- 
tral office and its shipping docks by wire 
communications of records on Bell System 
Teletypewriters. The system provides a 
single typing of basic order information 2 | 
the place at which the order originates, 
Only a minimum of additional informa- 
tion, not known at the place of origin, is | 
typed manually at the central office, 
Punched paper tapes reproduce the basic 
data automatically whenever it is typed 
subsequently. 

When orders were received at our cen- 
tral Detroit office under the old system, | 
there were three complete typings of the 
order as new information was added. In 
addition, there were five duplicator runs 
to provide necessary copies within the | 
plant and for customers. By contrast, only | 
a single multilith master is made—for pro- 
duction scheduling purposes—in the pres- 
ent system. 

The reduction of intermediate steps and 
the elimination of most manual typing | 
have meant that orders which once took 
12 working hours to travel from point of 
receipt to shipping docks now reach their | 
destination in two hours or less, and are 
more accurate when they get there. The 
operation, designed by two Rotary Elec- 
tric Steel Company systems men in con- 
sultation with representatives of the Stand- 
ard Register Company, works this way to | 
expedite orders and provide better cus- 
tomer service: 





INCOMING ORDERS 

Rotary’s three district offices are in New- 
ark, N. J., Cleveland and Chicago. Orders 
originating from these points are typed on 
a Teletypewriter in the district office, pro- 
ducing a proof sheet and five-channel tape 
there. In most cases master tapes are avail- 
able for regular customers, and some of 
this original typing also is done auto- 
matically. The tape is stop-coded at the 
points which will have to be followed by 
manual insertions in the Detroit IDP Cen- 
ter. After thorough editing at the branch, 
the order is transmitted by tape to Detroit 
on the Teletypewriter circuit. 

This information is received at the IDP 
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the physical and chemical characteristics 
of the steel shipped. 

When orders are received in Detroit by 
mail or telephone, a Sales Order Abstract 
is prepared and sent to the order-entry 
section. There additional information is 
indicated as on the district orders, and the 
order is forwarded to the IDP Center for 
processing. 


CUSTOMER ACKNOWLEDGMENTS 

To prepare customer acknowledgments 
for orders from district offices, the IDP 
Center selects the proper tape and uses it 
to type a seven-part Kant-Slip form. The 
previously prepared tape does most of the 
work. New information is inserted manu- 
ally when stop-codes indicate this should 
be done. For Detroit orders, an operator 
prepares the customer acknowledgment 
forms from the Sales Order Abstract. Mas- 
ter customers’ tapes, available for half 
our customers and growing in number, 
often facilitate this job. 

Acknowledgment forms are prepared 
on either one of two machines. If the or- 
der involves an item in the warehouse and 
ready for immediate shipment, it is pre- 
pared on a Teletypewriter. Simultaneously, 
a new tape containing complete order in- 
formation is created and the same infor- 
mation is transmitted to a receiving Tele- 
typewriter at one of our shipping docks. 

To ease the greatly increased load on 
this machine, “cold orders’ —those which 
must be produced before shipment can be 
made—are handled on a Flexowriter, 
equipped with Standard Register Regis- 
trator Platen to assure perfect alignment 
of the seven-part form. Regardless of 
which machine is used, the tapes then are 
filed in one of our two visirecord tubs con- 
taining 1,500 order tapes each, to await 
shipment. 




















The Kant-Slip acknowledgment set 
which has been prepared by the IDP Cen- 
ter is distributed in this manner: 


Customer Acknowledgment—Containing 
an exact copy of the order and an accept- 
ance of the order subject to certain listed 
conditions, is mailed to the customer. 
Production Scheduling Master—Forwarded 
to the scheduling department for comple- 
tion with technical details if an item is 
not in stock and must be produced. If nec- 
essary, this master will be run off on a 
multilith machine and copies distributed 
to some 30 persons concerned with pro- 
duction. 

Accounting Copy—Forwarded to account- 
ing for use in material control and to de- 
velop controls for reports made later by 
the tabulating department. 

Sales Office Copy—Forwarded to the sales 
secretary for sales office reference and 
filing. 

Metallurgical Laboratory Copy—For- 
warded to the laboratory as a reference 
copy for various tests that must be made. 
File Copy—Forwarded to order-entry— 
matched with customer purchase order. 
Customer Service Copy—This last form 
in the packet, printed on light cardboard 
stock, is forwarded to the customer serv- 
ice department for reference there. 


WE TIE IN THE SHIPPING DOCKS 

Speed in getting information to the 
shipping docks for orders of stainless steel 
bars was mentioned as one of the critical 
needs which brought about the new sys- 
tem. It is achieved when a three-part set of 
Kant-Slip continuous interleaved-carbon 
documents is received on a Teletypewriter 
at the dock, as transmitted from the IDP 
Center during typing of the acknowledg- 
ment forms. 


“But, Mr. Ronson, | already fed the information to our 
giant electronic computer that I’m taking the afternoon off 


au“ 
! 
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The information on these forms is sub. 
stantially the same as that on the order 
form distributed from the IDP Center. 
The exception is a blocking out of credit 
data. The forms from the shipping dock 
Teletypewriter are these: 


Mill Metallurgical Laboratory Copy—Fo. 
warded to the mill laboratory. 
Expeditor’s C : Sia to the stain. 
less steel expeditor. 

Shipping Order—Printed on light card. 
board stock, this last part of the continu. 
ous Kant-Slip form is filed and serves as 
the authority to ship goods. 


In the case of orders which must be pro- 
duced before shipment, copies of mill or. 
der cards are sent to the shipping dock by 
intraplant mail. Speed is not a vital factor 
in these orders because of the time-lag 
necessitated by production. 

When a shipment is made, the IDP 
Center is notified by the shipping dock via 
a handwritten message on a telescriber, 
This message provides the bill of lading 
number and other shipping data such as 
the number of bundles and weight and 
the “heat” number, which designates the 
batch of steel from which the bars were 
produced. 

NOTICES OF SHIPMENT 

Receipt of this shipment form is the 
signal at the IDP Center for an operator 
to E pa that order’s tape from the visirec- 
ord storage tub. Using this composite tape 
of previous typings, and manually insert- 
ing information from the shipping dock, | 
she creates the Notices of Shipment. f 

Actually, with a minimum of typing, | 
this operator really is performing three} 
jobs at once. In addition to creating No- 
tices of Shipment and transmitting pack- 
ing lists to the shipping dock’s receiving 
Teletypewriter, she is also producing par- 
tially completed invoices on a Teletype- 
writer linked to her sending machine in 
the IDP Center. The invoices are complete 
except for prices, extensions and freight 
charges. They are held at the Center until 
pricing is completed. 

The Notices of Shipment, printed in a 
ten-part continuous, carbon-interleaved 
Kant-Slip form, meanwhile are distrib- 
uted in this manner: 


Production Scheduling Copy—Forwarded 
to the production scheduling department 
where it is used for posting to scheduling 
records, 

Pricing Copy—Forwarded to pricing de- 
partment, later to be returned for billing. 
Expeditor’s Copy—Forwarded to expe 
ditor to be used as a check on shipments 
made. 

Metallurgical Laboratory, Customer Field 
Service and Customer Service Copies— 
Used for handling customer calls on indi- 
vidual orders. 

Shipping Notices—Four copies are for- 


(Continued on page 404) 
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Forecast Your Inventory 


Robert L. VanDeMark 


re MOST IMPORTANT single factor to 
be considered in inventory control is fu- 
ture usage. This statement is backed up by 
common-sense reasoning and the methods 
of modern inventory control. Common 
sense tells us that the only excuse for an 
inventory lies in the anticipation of sales. 
Reasoning also tells us that an inventory 
normally will vary directly with, and in 
anticipation of, future sales. If the sales 
are expected to go up, the inventory 
should rise. The inventory should rise just 
enough to cover the expected sales in- 
crease—and should rise before the sales 
actually develop, to assure adequate sales 
coverage. The reverse is true, of course, if 
a sales decline is expected. 

Modern inventory control provides us 
with exact ordering methods. How much 
we order and when we order will largely 
determine the size of our inventory. Both 
the formula for economic lot-sizes (how 
much to order) and the formula for or- 


der-points (when to order) have only one - 


factor in common—fuature usage. We are 
not belittling the importance of the other 
inventory elements such as unit cost, set-up 
cost, lead time, and the inventory cost fac- 
tor, but we do say again that future usage 
is the most important single factor. 

Future usage is the one factor which 
can set the right inventory level for each 
material, relative to sales. If we can learn 
to obtain and use reliable future usage 
figures, the major struggle for full inven- 
tory control will be won. 


FORECAST RELIABILITY 

Reliable sales forecasts are the best 
means for estimating future sales usage. 
Sales forecasts, however, cannot be per- 
fect. Forecasts are really educated guesses 
and should be accepted with a tolerant at- 
titude. As the time interval between the 
sales forecast preparation and the period 
being forecasted changes, the accuracy of 
the forecast will change. Normally the 
shorter the time interval, the more accu- 
rate the forecast relative to actual sales. 

An example of this change in reliability 
of a sales forecast is delineated in Chart 
I. The horizontal range of the chart indi- 
cates the time intervals (months) and the 
vertical range shows the percentage varia- 
tion between the forecasted and the actual 
sales. From the chart, a forecast made five 
months before the forecasted period (June 
forecasted in January) will be within a 
plus or minus 14% of the actual sales. If 
the forecast is for $100,000, the actual 
sales can be expected to be in the range 
of $86,000-$114,000. If, however, the 
forecast for June is made in March (two 
months later) the accuracy rises to a range 
of plus or minus 5%, or a range of $95,- 
000-$105,000. 

In the first instance (five months) an 
inventory to support the greatest possible 
sales ($114,000) would have to be larger 
than the inventory for the second forecast 
maximum ($105,000). An inventory mul- 
tiplier of 2.00 would establish an inven- 
tory budget of $228,000 for the first (or 








ROBERT L. VANDEMARK designed two economic lot-size 
calculators in order to solve a business problem five years 
ago and they have since been put to use in more than one 
thousand companies. He received his ME degree from Swarth- 
more College in 1942 and his MBA degree from the Univer- 
sity of Michigan in 1947. His experience has ranged from 
shop work through the foreman level to production manager 
(Robbins & Myers, Inc.), then consulting (A. T. Kearney & 
Co.), factory management (D. L. Auld Co.), and he is now 
plant manager of Ironite, Inc., Mount Clemens, Michigan. 
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Obtain and use future usage figures 
to have full inventory control 


five months) forecast and a $210,000! 
budget for the second (or three months 
forecast)—a 9% difference. If a com. 
pany’s inventory costs are 17% of its in. 
ventory investment, this 9% difference 
effects a yearly added cost of $3060 ($18, 
000 X .17). Therefore, the period be. 
tween forecasting and actuality should al. 
ways be kept to a minimum for the lowest 
inventory investment. 

A second factor bears upon sales fore. 
cast reliability: business fluctuations. As a 
future period is forecasted successively, 
business conditions may prompt the fore. 
caster to alter his estimate of sales for the} 
coming period. For example, a June sales 
forecast made in December may be for 
$105,000. June forecasted again in Janu. 
ary may fall to $100,000 because the sales 
outlook for June has fallen. In like man- 
ner a March forecast for June may rise to 
$110,000, if spring sales indicate im- 
provement. 

The example noted above is shown in 
Chart II. The June sales forecast is shown 
from the first estimate in December to ac- 
tual June sales of $106,000. 

Combining the two factors, reliability 
and business conditions, develops the table 
for sales forecasting of June (Chart Ill). 
Note that the range for the December 
forecast covers all other forecast ranges. 
If past experience is reliable and the orig- 
inal forecast tolerance (%) chart is de- 
rived from actual experience, each forecast 
range should always cover all subsequent 
forecast ranges. Naturally, catastrophes or 
unusual influences of any sort may create 
glaring exceptions to this rule. The minor 
exceptions to be seen in our chart are not 
significant. 


THE INVENTORY CYCLE 

There is a direct relationship between 
the sales forecast and the inventory cycle 
but before we investigate this relationship 
let us define the inventory cycle. The it- 
ventory cycle may be different for each 
material, but in all cases comprises the 
time from preparation of the original or 
der until the final sales article is ready for 
sales shipment. There are three basic i0- 
ventory cycles: Purchased Material, Man 
ufactured Material, and Assembled Ma 
terial. 
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The Purchased Material cycle is as fol- 
lows: 
1. Order pies et igs caches = 
ing, manufacturing, and assembly) | FORECAST RELIABILITY 
. Purchasing Lead Time | 
. Manufacturing Lead Time 
4. Sub and Final Assembly Time 
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The Manufactured Material cycle is as 
follows: pa 
1. Manufacturing and Assembly Order 
Preparation Time 
2. Manufacturing Lead Time | % 
3. Sub and Final Assembly Time 


figures 








The Assembled Material cycle is as fol- 
| lows: 

} 1, Assembly Order Preparation Time 
10,000! 2. Sub and Final Assembly Time | 












































no ' ; , 
_ Every inventory material can be classi- '————— 
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Management Controls 


at Management Levels 


Four top corporate officers reviewed the controls pro- 
grams of their companies at a session, “Management Con- 
trol Techniques at All Levels,” at the 373rd meeting of the 
National Industrial Conference Board held January 17-18, 
1957, New York City. The speakers included: Emmett W. 
Below*, controller, Marathon Corporation, Milwaukee; 
Lawrence H. Pexton*, treasurer, General Radio Company, 
Cambridge, Mass.; S. C. Moody, vice president, American 
Cyanamid Company, New York; and Charles C. Jarchow*, 
president, American Steel Foundries, Chicago. Mr. Jarchow 
formerly held the position of controller of his company. 


MANAGEMENT CONTROLS AT THE CONTROLLER LEVEL—Emmett W. Below 


ARATHON CORPORATION is an inte- 
M grated organization, producing a 
large portion of its raw materials that are 
converted into finished products. Products 
are wood pulp, paper, paperboard, pack- 
ages and packaging material primarily for 
food processors, distributors and retailers. 
In addition, we have a consumer product 
line of tissue products sold through the 
food stores as well as towels, napkins and 
household wax papers. 

We operate four pulp mills, 14 paper 
and converting plants, a railroad and have 
17 major sales offices. Our sales in 1936 
were $15.3 million; in 1941, $27.8 mil- 
lion; in 1946, $43.1 million; in 1951, 
$112.1 million; and in 1956, $152.9 mil- 
lion. These figures are given to indicate a 
picture of growth trend. Currently we em- 
ploy 10,500 persons, have 11,000 stock- 
holders and assets of $160 million. 

Basically, we have what might be 
termed a functional type organization, 
with total responsibilities for manufactur- 
ing delegated to an executive vice president 
for manufacturing and total responsibil- 
ities for sales delegated to sales vice presi- 
dents who, with the executive vice presi- 
dent for manufacturing, report to the 
president. The president, in addition, has 
on his staff division heads for industrial 





THE CONTROUER.............. 


relations, treasurer’s activities, legal and 
secretarial, and the controller. 

Within the scope of this organization, 
we employ the broadly defined technique 
of control accounting, which to us means 
essentially responsibility accounting. The 
principal avenues of control are based on, 
first, the establishment of organization for 
control and, secondly, through budgets 
and accounting reports in relationship to 
budget. Our company’s over-all budgets 
consist of a sales budget developed by the 
sales division from units through price 
and related to their established level of 
expense. The manufacturing budgets are 
developed through the techniques of the 
flexed budgets to product costs and oper- 
ating statements and the correlation of 
both the sales and the manufacturing 
budgets results in the over-all company 
budget incorporating administrative and 
other expenses and then being finalized to 
earnings before and after taxes. 

Because of a functional type organiza- 
tion, special control techniques are em- 
ployed with respect to profit analyses both 
on a special and a routine basis. 

Routine reports on regular time sched- 
ules are developed to determine profit by 
plants, interpreting them in relationship 
to return on employed capital. In addi- 
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tion, profit by major products and major 
product lines is likewise developed ov. 
tinely. The foregoing, with the regular 
operating reports in relationship to budg. 
ets, then receive interpretative analysis fo; 
operating personnel attention. 

The controller's division is organized 
to furnish management at all levels, from 
the president on down through divisional 
heads to department managers, with both 
routine operating reports and profit analy. 
ses to enable them to evaluate their per- 
formance in relationship to their respon- 
sibilities and in relationship to their 
budget. At this point you will then readily 
recognize that organization for control 
and the responsibilities of management 
must be clearly defined and coordinated, 
This is accomplished through not only the 
technique of organization planning, but 
through the development of clearly stated 
major company policies and management 
guides for all positions from the president 
on down through to all supervisors in all 
areas. 

The management guides include, first, 
the definition of the responsibility and au- 
thority for each job, including the basic 
elements of supervision which apply to 
all positions. The management guide then 
further defines the scope of operations of 
any position and the activities engaged in 
by the individual. 

The controller's responsibility, in addi- 
tion to the direction of the normal con- 
troller’s functions, includes that of pro- 
viding staff services for organization plan- 
ning, the development of management 
guides, securing their approval from the 
responsible executives, and proper dis- 
tribution of organization charts and man- 
agement guides. At this focal point there 
is Opportunity for screening for overlap- 
ping of operations and activities, for de- 
termination of conflicts of duties and 
responsibilities and an orderly channel 
through which clarification can be ob- 
tained. 

In addition to the normal departments 
of the controller’s division, Marathon also 
maintains a staff consultant for account- 
ing and control techniques, whose services 
are available to those in the financial ac- 
counting, industrial accounting, auditing, 
budget or organization and systems depart- 
ments within the controller's division, as 
well as to the departments and the operat- 
ing areas of sales and manufacturing. 

From the foregoing, I am sure that you 
will recognize that management controls 
at the controller's level are those that are 
obtained not only through the accounting 
reports as such but through a major em- 
phasis on organization, position descrip: 
tions and responsibilities and through 
people. While we have not attempted to 
relate how controls are effected through 
people, we by no means fail to recognize 
its importance, but believe it is more the 
personnel manager's job to discuss this 
subject. 


Ving 
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MANAGEMENT CONTROLS AT THE TREASURER LEVEL—Lawrence H. Pexton 


HE GENERAL RADIO COMPANY does 
; ao make radios. It was started in 1915 
to pioneer in the design and manufacture 
of electrical measuring apparatus. In to- 
day’s terminology, we make black boxes 
for off-the-shelf sale. We have 250 dif- 
ferent products and 750 different sizes 
and models. Ours is a quality product that 
is made in small quantities and is sold on 
the basis of very accurate performance. 
Employes totaled 200 in 1939, 400 in 
1946 and 700 at the present time. 

While we have a corporate form of or- 
ganization, the intent is to fun it like a 
partnership. One of our major policies is 
that of employe ownership. Our stock- 
holders and directors all come to work 
each day, there being no outside stock- 
holders or absentee management or owner- 
ship. This stockholder group consists of 
100 executive, professional and adminis- 
trative employes. In addition, 400 other 
employes are indirect stockholders through 
our profit-sharing trust. 

Our control procedures fall into two 
major areas. Our incentive plans are keyed 
to volume and profits, and these plans 
have the net effect of (1) giving out- 
standing rewards for outstanding per- 
formance, (2) keeping our breakeven 
point low, and (3) making sure that our 
expenses do not exceed our income. The 
other control area consists of operating 
reports, budgets, cash forecasts and five- 
year planning of sales, floor space, number 
of employes and financial requirements. 

We prepare an annual flexible budget 
at the start of each year in which the key 
figure is, of course, the sales volume ex- 
pected for that year. Expenses to fit this 
sales volume are broken down in two 
ways. They are first broken down by our 
seven departments. They are also analyzed 
in terms of company totals for monthly 
payroll, weekly payroll and miscellaneous 
nonpayroll expense. Each department's 
budget shows these three categories, and 
direct material and labor also appear in 
the manufacturing department budget. 
Some items, such as direct material and di- 
rect labor, are budgeted as a percentage of 
sales; other items on a basis of so many 
dollars per week, per month or per year; 
and some on a combination of these two 
methods. 

Operating reports are issued monthly 
showing the expenses and profit for the 
month and the year to date. Budget vari- 
ance figures in dollars are given for the 
month and year to date. Percentage of 
sales figures are shown for each depart- 
ment’s (1) actual expense to date, (2) 
budgeted expense to date, and (3) annual 
budgeted expenses. Our budgeting is not 
So tight that it would prevent us from do- 
ing anything important for which the 
budget allowance had been used up. It is 
designed to act as a metering system to in- 
dicate how we are doing and how well our 





plans are being met. The budget is revised 
at midyear if the volume picture has 
changed substantially. 

In the area of what I would like to call 
automatic controls, we have six incentive 
methods which help to keep our costs vari- 
able, that is, they push our costs up when 
volume goes up and down when volume 
goes down. This gives us a stable earnings 
pattern in which our net profits run 5-6% 
of sales and 9-10% of our beginning-of- 
the-year net worth. 


1. The first method is our factory piece 
rate system which results in standard labor 
costs being achieved for the work of fabri- 
cation, assembly, laboratory calibration, 
packing and shipping. These costs fluctu- 
ate directly with volume, and we find very 
little variation in the expense percentage 
for these items. 

2. Under our variable monthly salary 
system, each person has a base rate which 
is multiplied by what we call a K factor 
each month. This factor can be as low as 
50% or as high as 150%, depending on 
the volume of orders and shipments for 
the preceding month. Included in the K 
group are officers, supervisors, engineers 
and foremen. In most years the multiply- 
ing factor has averaged above unity or 
100%. The K scale is reviewed annually 
and revised as often as necessary to be sure 
that the plant employes have a five-day 
work week when the K factor is at or 
above 100%. This K group must provide 
a full work week or take a cut in salary. 

3. Under our semiannual bonus each 
employe is rated on a point basis. The 
points for all employes are added up and 
divided into the total dollars of bonus ap- 
propriated by the directors to get the value 
per point. Each man’s bonus is determined 
by this point value times his individual 
points. 

4. Under our pension plan, the em- 
ploye pays 4 of the cost and the company 
pays 34. Each employe’s deductions are 
proportional to his earnings, including 
semiannual bonus payments. Therefore, 
our pension plan costs fluctuate directly 
with total payroll which in turn fluctuates 
pretty much directly with sales. 





CAN YOU HELP? 


5. Our annual stock bonus is the 
method we use to handle an orderly trans- 
fer of voting stock from retiring employe 
stockholders to active employe stockhold- 
ers. Each man’s dollar bonus is larger than 
his stock allocation by the amount of in- 
come taxes he will have to pay on the 
bonus. The stock of the employe leaving 
the company is purchased and held as 
treasury stock until it is distributed as 
bonus stock at a later date. Most of the 
stock is distributed on a free basis and no 
dividends are paid when the company 
needs additional capital. All sales and pur- 
chases are made at book value. 

6. Our profit-sharing trust is a deferred 
income trust that is normally used as an 
estate-building or retirement plan. Our 
formula calls for a payment of 50% of 
the profits before taxes after having set 
aside enough profits to yield 6% (after 
taxes) on the net worth at the beginning 
of the year. 

If I have given you the impression that 
our company is run for the benefit of its 
employes, that is true. However, there 
is nothing philanthropic or paternalistic 
about this. As a matter of fact, our em- 
ployes in all levels of management are 
taking the risks of successful or unsuccess- 
ful operation. They know that they can 
double their base pay in a good year. In 
the past four years, there has only been a 
variation of one per cent in the total of 
payroll, pension and profit-sharing pay- 
ment as a per cent of sales. 

When the stockholders are all employes, 
there is no objection _— money out 
as a bonus or into a profit-sharing trust in- 
stead of as dividends. The founders of 
General Radio realized from the begin- 
ning that a good way to increase the value 
of their investments in the company was 
to give some of their stock to other em- 
ployes who would work very hard to in- 
crease the value of their shares as well as 
the founders’ shares. What we have tried 
to do with these incentive plans is to de- 
velop a mutuality of interest among all 
centers of initiative in the company. Each 
employe is a center of initiative anyway, 
and it is up to management to get him 
working in the right direction. 

(Continued on page 403) 





Our extra copies of the January, February and March 
1957 issues of THE CONTROLLER are completely exhausted 
but we still have many requests for these three issues. 

If you no longer need your copies—marked up or clean— 
can you send them back so we can make them available to 


someone else? Many thanks. 


—Circulation Department 
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SBA Reports Activities 

From the start of the lending program September 29, 
1953 through April 30, 1957 SBA has approved 12,272 
business and disaster loans totaling $357.7 million. Busi- 
ness loan approvals totaled 6,443 for $294.6 million and 
disaster loan approvals totaled 5,829 for $63.1 million. 
Some 69% of the business loans were made in participa- 
tion with private banks throughout the country. 


Income Tax 

A liquidating dividend received by a parent corporation 
from its subsidiary constitutes a sale or exchange by the 
parent within the meaning of section 337 of the Code. 


Machine Tool Leasing 

The director of Defense Mobilization has established 
uniform rental rates for the leasing of government-owned 
machine tools to private industry. In order to qualify as 
defense leasing, equipment must be used 75 per cent or 
more on direct military prime or subcontracts. The rates 
set are as follows: 


Age of Equipment Monthly Rental Rate* 


o to 2 years 134% 
Over 2 to 6 years 4% 
Over 6 to 10 years ei 
Over 10 years 4% 


* Rates apply to installed acquisition cost of equipment. 


Gold Inflow 

The Treasury reported the net gold inflow into the U. S. 
during the first quarter of 1957 was $341.5 million. Pur- 
chases totaled $345.6 million and sales came to $4.1 mil- 
lion. 


To Have and to Hold. . . . 

Harvard University has some 7000 square feet of space 
packed with World War II secret material. Storage costs 
are estimated at $1,200 a year but no one at Harvard can 
look at the material and Harvard cannot get it declassified 
or return it to the Government and it can’t give it away or 
burn it. 
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Supreme Court Rulings 

State courts or legislatures cannot place a blanket ban on 
all picketing, but the Supreme Court ruled that the states 
have police power to prohibit picketing in many specific 
cases if a ban seems proper after ‘‘an investigation into (the 
picketing’s) conduct and purposes.” 


Fast Writeofts 

With the ending of fast amortization on nickel, steam 
turbines, steel castings, and substitutes for strategic mica, 
only four categories are still eligible for tax benefits. The 
four goals are those covering construction of research and 
development facilities needed for defense use, new facilities 
needed in connection with military and AEC contracts, 
roll-on/roll-off ships, and liquid oxygen and liquid nitrogen 
for defense use. 


The Federal Government 

A special House-Senate committee reports that the Fed- 
eral Government has pumped $81 billion in federal pay- 
ments into the states and territories since 1934 through 


157 programs. 


IFC in Business 


The International Finance Corporation, a $92 million | 
institution set up by 49 governments to make profit-sharing | 
investments in private enterprises, has made its first in- | 
vestment. IFC is lending $2 million to a South American | 


affiliate of Siemens of Germany to help finance the con- 
struction of a factory in Brazil for electric generating equip- 
ment, etc. 


“Acknowledgement Is Made 
of the Receipt of . . .” 

The National Archives is holding workshops in various 
government bureaus to rid government letters of cliches. In 
addition to throwing out the cliches the program hopes to 
rid the letters of the elements of ‘“inhumanness’’ as well as 
“insincerity.” 


Corporate Reorganizations 

The acquisition by a newly formed subsidiary corporation 
of all the assets of another existing subsidiary, in exchange 
for a portion of the stock of the parent corporation, quali- 
fies as a nontaxable reorganization. 


Social Security Landmark 
A veteran’s widow became the ten millionth person re- 
ceiving Social Security payments. 


Tax Vobiscum 

The second class to be graduated from the IRS school 
has completed six months of instruction. The courses in- 
cluded principles and practices of management, tax work 


and tax law. 
—BEN JAMIN R. MAKELA 
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Short cuts with Recordak Microfilming 


Latest reports on how this low-cost photographic process is simplifying routines 
for more than 100 different types of business . . . thousands of concerns 
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KEEPING UP WITH THE STORK 


MEDINA, OHIO 

No matter how fast the Medina County birth rate rises, you 
can count on its Health Department’s record-keeping being up 
40 date. Completely accurate, too. 

Vital statistic records, which must be copied for the office file 
and forwarded to the State Capital, are now photographed in a 
Recordak Junior Microfilmer. This does away with tedious 
typing—and mistakes. A record that took 15 minutes to type is 
now copied in a second! At least $3,000 per year is saved on 
typing alone. Other savings: 98% less file space is required, and 
large-size paper prints can be made from film records right in the 
microfilmer whenever needed. 


DE-BULKING THE STARFIGHTER’S BLUEPRINTS 


BURBANK, CALIF. 

The pilot above holds 4,628 microfilmed drawings in his hands 
—all the plans needed to build the Lockheed F-104 Starfighter, 
world’s fastest jet fighter—called ‘‘a missile with a man in it.” 

These photographically accurate Recordak copies, stored in 
13 small boxes, replace blueprints which would stretch more 
than 21% miles if laid side by side. 

Recordak Microfilming, besides saving space, lets Lockheed 
supply armed-forces depots with complete sets of plans at lowest 
cost. And it protects Lockheed’s valuable drawings against loss; 
makes reference to old drawings easy. 














BILLING MADE EASIER 


BOSTON, MASS. 

The 125-year-old S. S. Pierce Company is world-renowned for 
its products, customer service, and handsome catalog, The 
Epicure, which is distributed semiannually to more than 100,000 
connoisseurs of fine foods. 

Recordak Microfilming makes it easier to bill the thousands 
of charge account customers who order through The Epicure or 
trade directly with the firm’s eight stores (three in Boston, four 
in suburbs, one in West Hartford, Conn.). This low-cost photo- 
graphic process lets S. S. Pierce return the original sales checks 
to the customer with a brief statement—does away with typing 
an itemized bill. This reduces billing costs and eliminates copy- 
ing errors and delays in mailing, as well. 


Many valuable ideas 
for your business 

are described in a new 
free booklet, “Short 
Cuts that Save Mil- 
lions.” Full details are 
given, too, on new Re- 
cordak Reliant Micro- 
filmer with Kodamatic 
Indexing—one of eight 
Recordak models for all 
requirements, all budg- 
ets. No obligation! 


“‘Recordak”’ is a trademark 


SRECORDRK 


(Subsidiary of Eastman Kodak Company) 


originator of modern microfilming— 
now in its 30th year 





eeeeeeeee eMAIL COUPON TODAY--- o 

















ee 
; RECORDAK CORPORATION V7 
f 415 Madison Avenue, New York 17, N. Y. e 
e Please send free copy of “Short Cuts that Save Millions.” 3 
* Name Position 8 
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Reprinted by permission from the August 15, 1955 


issue of STEEL (No. 7 in the 1955 Management Series) 


Business Consultants: 
Their uses and limitations 


ees COUNSELORS lack no clients,” 
wrote Shakespeare about 450 years 
ago; today, competent business consultants 
number among their clients many of the 
best managed firms in the country. 

The 1954 recession found the consult- 
ant in the spotlight as management went 
all out to cut costs, strengthen product 





No plans for growth 


lines and generally rejuvenate its organiza- 
tion to meet new competitive conditions. 

Teamwork—Management has become so 
complex that few men attempt to run the 
whole show in a company of any size. 
Multiple management is the rule. But even 
the management team can’t always cover 
a business the way it should. Most execu- 





Do you need a 


consultant? 


Danger Signals: 


Insufficient profits or excessive costs 


Declining sales or an unsatisfactory growth rate 


Rapid increases in selling costs 


Overburdened executives or supervisors 


High turnover of personnel 


Inability to meet delivery schedules 


Quality complaints 
Excessive scrap or rework 


Drastic and unaccountable shifts in product mix 


Loss of position in big accounts 


Loss of position of major product lines 


Excessive, slowmoving or obsolete inventories 


Unsuitable or crowded space 
Excessive machine down time 
Too much paper work 


Lack of current, usable information on performance 


and conditions 


Excessive reliance of operating personnel on committees 


for decisions 
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tives have full-time jobs and can’t take 
time to plan and execute major changes, 

“Management often sees the company’s 
weaknesses but doesn’t have the staff to do 
anything about it,” points out Robert A. 
Ward, Ebasco Services Incorporated, New 
York. 


WHAT YOU BUY 


That’s where the consultant comes in. A 
good one offers: 

1. Specialized skills and talents. 

2. Full-time attention to the problem. 

3. Fresh, outside point of view. 

4. New ideas. 

5. Knowledge of what is helping other 
firms with similar problems. 

6. Short-term employment—there’s no 
obligation to keep him after the job is fin- 
ished. 


CAVEAT EMPTOR 

That legal maxim—let the buyer be- 
ware—is pretty good advice when you 
shop in the consulting supermarket. 

Be careful; get the best available. Poor 
consulting can only let you ‘go wrong 
with confidence.”’ 

Quacks—Consultants realize their busi- 
ness is far from perfect. ‘This isn’t a pro- 
fession, it’s a racket,” one consultant ob- 
served. There’s a grain of truth in what he 
says. Consulting is like any young and 
fast-growing business; a few quacks are 
willing to take advantage of the unwary. 
Fortunately, they are in the minority. 

Consultants like to compare themselves 
to lawyers or doctors—business doctors, 
they're often called. But there are impor- 
tant differences. The glaring one: Consult- 
ants have no national setup to police them- 
selves. 

Work Ahead—A step in that direction 
is the Association of Consulting Man- 
agement Engineers (ACME). Among its 
objectives: “To foster the development of 
management consulting as a well-recog- 
nized profession requiring a high level of 
professional performance.” 

Much work remains to be done. What 
seems to be a fair appraisal is this report 
of Controllership Foundation Inc., New 
York, to its members: 

1. There are many proficient and ethi- 
cal consulting firms that are not members 
of ACME. 
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2. Although ACME’s member firms are 
eries) reputable consulting organizations, mem- 
bership does not of itself guarantee the 
dient a satisfactory consulting contact. 
3. Most of the largest and oldest firms 
are members of ACME. 
People—Consultants have come a long 
way from the days of the “efficiency ex- 
ert.” But myths linger. A common one: 
“A consultant is a guy who couldn't get 
along with people on the management 
team, so he went out on his own.” Isolated 
cases may bear out the generalization, but 
better consulting firms fully realize the im- 
take portance of “human relations.” 
ages, Says Robert Wise of Booz, Allen & 
any’s Hamilton, Chicago: “A basic element of 
odo | consulting is working with people. We do 1. Before you start shopping know specifically what you 
t A. — our most successful work where we estab- want the consultant to = 
New lish close personal relationships with the “Come in and look around, boys’ assignments are often disappoint- 
client’s personnel at all levels. Executive ing. Don’t start to select a firm until everyone in your organization 
willingness to discuss problems and their who must approve and work on the project clearly understands the 
solutions freely, contributes substantially - pc gta bad F ‘ 
| to the consulting assignment.” 2. Talk to the principals in two or three consulting firms be- 
1. A More Teamwork—Some people resent Sone saaicing 2 Senet sacsian. ; 
ic commana. “Wileek. cam at, cubenies Be wary if talk concentrates on exploits and results with other cli- 
, < ents instead of your problem. If the consultant guarantees to sav 
teach me about my business?” They for- you a definite amount of money, write him off: this is p Henstooces 
n. get: “It’s the client’s specific knowledge, ground. You may find it helpful to interview staffmen who would 
plus the consultant’s broad knowledge and do the work, If you feel they are the kind of men you would like 
experience, sak Gomes ladies: tas produce “il on your team, chances are your organization will feel that way. 
rae a ites © Maen of Leet & 3. Ask for recent references on assignments similar to yours. 
Knight & Ascites Inc, Chicago ie he mas i neha ee eee 
Gn. for them some time ago—but that’s not going to sees ies alee 
CHECK YOUR PROBLEM keting problem. Get the names of a few former clients and call 
ies companies ie a — what was done about recommendations. Find out what 
anagement didn’t like about the consultant and what mistakes were 
often; others, not often enough. What made in carrying out the assignment. 
about you? Here’s how leading compa- 4. Remember, both small and large firms have their place. 
be- ~ —— - a : Some — ones specialize =r given industry or function, such 
on . at is the problem‘ as marketing, compensation problems or sales training. The size of 
2. How big to how pressing is it ? en of ability, but you should ye Po satisfy 
or 3. What is the payoff ? aancial standing 
ng ae bev “a you lose by not solving piu ger and Tinea of its principals and staff members 
e pro em: valiber of its clients 
si- 5. Is it within your experience to solve? Amount of repeat business 
; 6. Can you take the people and time to ac apa oe q 
rO ee y people a € tc Willingness to refuse a similar assignment for one of your com- 
)b- do it? petitors unless cleared in advance with you ; 
he | — 7. Will you get new ideas by bringing 5. When using a consultant for the first time, consider giv- 
nd | — ina consultant ? ing him a limited assignment. 
re 8. Could you hire regular employes Examples: A study of organization, review of compensation or anal- 
y. who could do the job effectively ? ysis of sales territories. That gives both sides time to get acquainted. 
©, le the problem likely ae, For a modest fee you can get an idea of the contribution and level 
Z hh, OF ene alt teen te’ esi fc the pcg Magneion a offers. di s important. It’s easy for the 
: eenployes oe ac ine job? — ho abe ell his services. Some are supersalesmen in con- 
oe 11. Can the consultant do the job 6. Insist that a written proposal be submitted by each con- 
t- cheaper than you can? sulting firm interviewed. 
ne It should outline: 
WHERE TO FIND ONE be say = cover 
OW Ww 4 ne 
n When you decide to hire a consultant, If a ane pictaaoees to be submitted 
a how do you find the one who is going to How long it will take; an estimate of cost 
ts do the best job for you? You can get in- How much time the principal will spend on the assignment (It 
f Ritiaiadtcn Gheth is annoying and unethical to have him tell you he will super- 
: : vise on the spot, then do it by remote control) 
, Business — 2 <— ~~ ree and background of the principal 
ients of the consultant ee ee are eee 
t Large firms you buy from or sell to He ges aes po you can do battle with verbally at no loss to 
= aia ee your admiration and respect for him. 
. Banks and credit agencies Source: Robert F. Dick, vice president and assistant to the president, 
Your advertising agency, accountants, Ress Pes her w orks, Chicago. Before joining that company in 1950, 
yers, board of directors Haadianh: ines. Parga vag 7 e Geo first with Booz, Fry, Allen & 
/ Business and trade associations ieee cpmcanaapiatns snes 
Visits to the consultants’ offices THE CONT ey i acer aaa 
( €o:... See eee oe | . AUGUST 1957 
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Realize that the use of a consultant puts extra demands on execu- 


tive time. 


Enlist the support of your organization: Your people should 
know why the consultant has been called in, what he’s going 


to do. 


Instruct your organization to give the consultant full co-opera- 


tion. 


Have ready material the consultant will want to examine, such as 


sales figures, cost breakdowns, organization charts. 


See that the consultant meets the key people involved. 


Appoint one or more liaison men from your management team 
to help the consultant obtain data, arrange meetings, follow 


progress of work. 
€ 


Make sure the consultant knows of any unusual situation within 


the company that may limit or otherwise affect his recommen- 


dations. 


Make a joint periodic review of the proposal letter to be sure 


you and the consultant are still shooting at the same target. 





Size Them Up—Make sure the consult- 
ing firm has the depth of personnel to do 
the job the way you want it done. Meet as 
many of the men who will work on the 
assignment as you can. The Controllership 
Foundation Inc., New York, recommends 
this check on the man who will do your 
work: 

1. Is he technically competent for the 
problem ? 

2. Will he work well with your organ- 
ization ? 

3. Can he gain the respect and active 
co-operation of your organization ? 

4. Will he keep his eye on the job at 
hand ? 

5. Will he work with your organiza- 
tion rather than put your people to work 
for him ? 

6. Is he the kind of man you'd like to 
have on your payroll ? 
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Define—In general, the bigger the deci- 
sion, the more important it is to get the 
best opinion and thinking available. “It’s 
best if management first finds the problem 


and decides whether it is important 
enough to warrant hiring a consulting firm 
to solve it while management tackles its 
regular job,” says J. W. Hannon, Methods 
Engineering Council, Pittsburgh. 

Some problems don’t require careful 
preliminaries. You may, for example, want 
a check on your own thinking—either 
when you hope you're right or when you 
hope you're wrong. When management is 
divided on the solution to a problem, a 
consultant may be called in as an impartial 
third party. 

Time saver—Rockwell Mfg. Co., Pitts- 
burgh, had an order processing and han- 
dling system that was outdated. No one 
had time to devote full attention to the 
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problem. A consultant was hired. Still, the 
company found that putting in the new 
system demanded considerable executive 
time—time that might not have beep 
found except, as one official notes: “The 
cost of a consultant is a big incentive to 
find time and get the job over with.” 

Speaking of costs, remember, you usu. 
ally get what you pay for. You can expect 
to pay up to $350 a day, occasionally 
more, for the services of a partner in a 
consulting firm; up to about $150 for a 
senior associate; maybe as low as $50 for 
a junior. Traveling and living expenses 
are usually extra. 

Trust—That’s only a starter. You've got 
to find a consultant in whose integrity and 
ability you have absolute trust. Otherwise, 
you can’t get full value. 

“Not keeping the consultant up to date 
and refusing to treat him as a recognized 
member of the management team can only 
result in a poor consulting job,’’ notes Dr. 
M. J. Day, director of research, Crucible 
Steel Co. of America, Pittsburgh. 

Accomplishment—As Robert F. Dick, 
vice president, Illinois Tool Works, Chi- 
cago, points out: “Admittedly, a fool can 
hang up a shingle saying ‘Management 
Consultant’—and some do. They do not 
detract from the contructive and brilliant 
work being done by hundreds of others. 
But until this profession becomes more 
effectively self-policed, it is a responsi- 
bility of each of us to expose any shoddy 
and unethical methods practiced by profes- 
sional knaves.”’ 

That's why it is so important to satisfy 
yourself, on the basis of personal observa- 
tion, rather than rely wholly on the ex- 
periences of others. 


SELL YOUR PEOPLE 

Forestall trouble by making your per- 
sonnel a party to the selection of the con- 
sultant. Unless you want to, there’s no 
need to inform everyone. Here’s the way 
it works at Thompson Products Inc., 
Cleveland: ‘Most of our employes 
wouldn’t know a consultant if he sat next 
to them in the cafeteria. But we do make 
sure that the people he’s going to work 
with know who he is, why he’s here, what 
he’s going to do and how they can best 
cooperate with him.” 

There are advantages to bringing key 
personnel below top management into the 
discussion early. They find out what the 
problem is and may help define it more 
clearly. At best, they may come up with a 
solution. At worst, and this isn’t at all 
bad, they'll know what the company wants 
from the consultant and will be able to 
keep him on the track once work gets 
under way. Be sure they read the proposal 
letter, so they are sure of the scope of the 
assignment. 


GET ON TARGET 

Before the consultant starts you may 
want to have one more meeting to make 
sure you and he are aiming at the same 
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target. Something to be settled before the 
assignment starts is the kind of report you 
can expect. Get together with the consult- 
ant on these points: 


1. Who's going to read the report? 
The board of directors, sales manager or 
production people? It'll probably make a 
difference in language, presentation, con- 
tent. ; 

2. What purpose is it going to serve? 
Will it be a “how to do it” or “why it was 
done” job? 

3. Who is going to put the report in 
operation ? It obviously will have to be in 
more detail if management is going to do 
it than if the consultant is going to handle 
it. 

4, What form will be best ? Some con- 
sultants like to present findings in a visual 
presentation, Lt a short written sum- 
mary. Long, etailed reports are on the 
way out. 

Action—Now comes the important ques- 
tion: What are you going to do with the 
report ? 

“The best consulting in the world isn’t 
worth a damn unless management uses it,’’ 
one executive emphasizes. Many cases of 
“yeah, we've had consultants, but they 
never did us any good,” can be traced to 
unused reports stashed away in the files, 
never acted upon by management. 


TRY AS YOU GO 

Where it can be done, better manage- 
ment consultants try to get recommenda- 
tions put into effect as soon as they are 
made, before the study is complete. The 
practice has triple-barreled benefits: It 
aids the consultant in his relations with 
employes; it gives him an idea of how 
he’s progressing; and management's bene- 
fits are that one can see how the recom- 
mendations work out, whether they are 
improving the organization or disrupting 
it and what the employes’ reaction 1s. If 
workers start calling it ‘‘our system,” you 
can be pretty sure the assignment is com- 
ing along O.K. If it’s “that consultant’s 
system,” it’s a good bet it won't last long 
after he leaves. 

Another plus from putting recommen- 
dations into effect as they are made is that 
it gets your management people in the 
habit of evaluating and acting upon the 
consultant's findings. When he leaves, it 
should be a relatively easy task to finish 
up the final recommendations. 

That doesn’t mean all recommendations 
are going to be put into effect as soon as 
they are made. Some may be delayed be- 
cause management is not convinced they 
are in the company’s best interest or others 
may be considerations beyond the scope of 
the consultant’s study. Remember, man- 
agement must manage; the consultant's 
job is to advise and inform, so intelligent, 
soundly based decisions may be made. 


WAS IT WORTH-WHILE? 
That feeling of “well worth it’’ is some- 








times hard to get. It’s true that on many 
consulting jobs the results can be meas- 
ured directly in dollars. One company 
called in a consultant to check over its in- 
surance coverage and wound up with 
broader coverage than before, plus a direct 
cash saving of $38,000 a year. 

Don’t overlook this: Sometimes consult- 
ants may not find the answer and still be 
well worth the fee—they may find the 
answer to the answer. One of the major 
builders of computing machines had some 
of its best men working on one problem 
for three years. Finally the project head, 
one of the company’s best engineers, 
announced he was giving up. The work 
was turned over to a consultant who went 
over the company’s extensive work, found 
12 additional ways of attacking the prob- 
lem—but still no satisfactory solution. 

Reviewing the consultant’s work, the 
company’s engineer took new interest in 
the problem and eventually solved it. The 
company says: ‘If it hadn’t been for the 
consultant, we'd still be without that an- 
swer.”’ 











Success—For assignments that don’t 
produce such tangible results, try the 
checklist on this page. Or you can do it 
the way an engineering consultant who is 
hiring a consultant (for personnel studies ) 
says he will: “I'll judge his success by how 
much more I know after he has gone.” 
You'll have a better chance to come out 
on that plus side if you follow these steps: 
. Know what you want. 
. Choose your consultant carefully. 
. Get him started on the right track. 
. Give him your full co-operation. 
. Use his recommendations. 
6. Allow enough time for them to take 
effect. 
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The value of a consulting job sometimes can be measured di- 
rectly in dollar savings. Often it can’t. Try evaluating this way: 


Were the recommendations usable, specific, applicable to the 


company and economical to execute ? 


Are the consultant’s recommendations still in effect and useful 


after a reasonable lapse of time ? 


Is the consultant willing and able to implement his counsel ? 


Was the assignment carried out with a minimum of disruption 


in the organization ? 


Did members of the organization learn and grow through their 


contact with the consultant ? 


Did the company receive new ideas from the contact ? 


Does the organization have confidence in the technical compe- 


tence of the consultant ? 


Is the organization willing to live with the consultant's recom- 


mendations ? 


Was the job done within original time and cost estimates ? 


Source: Controllership Foundation 
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The Search for Management Talent 


(ewer are becoming scarce. Hun- 
dreds of top positions are remaining 
unfilled because the right people cannot 
be found. And the creation of new man- 
agement positions and demands of new 
businesses will keep the executive market 
tight for years to come. In an effort to find 
out how companies are meeting this situ- 
ation the National Industrial Conference 
Board undertook a two-year study of se- 
lection of company executives. Its re- 
cently completed report is based on thor- 
ough research and the first-hand experi- 
ence of many top companies in their 
search for executives. 


DEFINITE PLAN NEEDED 

While most of the companies studied 
by the Board agree that a definite plan for 
selecting tomorrow's executives is neces- 
sary, few have adopted any systematic ap- 
proach of their own. They recognize the 
problem, but are not yet sure of the right 
way to tackle it. Relying on natural selec- 
tion, or waiting for the cream of capable 
men to rise to the top, still has many ad- 
herents due to the fact that the serious 
shortage of good managers has been with 
us a relatively short time. 

Those firms preparing themselves 
against a shortage-of executive talent have 
started their program by clearly defining 
the duties of all executive jobs so that the 
prospective manager knows exactly what 
his responsibilities will be. They find that 
taking inventory of the skills of their per- 
sonnel, testing, rating and appraising 
them, counseling and helping them de- 
velop, and recruiting young people of 


promise from colleges and elsewhere are 
steps toward insuring a capable managerial 
force for the future. 


HOW EXECUTIVES ARE SELECTED 

Companies are constantly on the look- 
out for men who seek more responsibility ; 
contribute good ideas; put in extra time 
voluntarily; are accepted as leaders by 
their associates; and express interest in 
getting ahead. 

When the Conference Board asked 
presidents of 62 companies surveyed what 
method they used to fill executive posi- 
tions, merit was highest on the list. Fifty- 
five per cent of Management posts were 
filled in this way, outnumbering the other 
five methods combined. 

The automatic method ranked next 
highest. In this case, management waited 
for able men to come to the top naturally. 
Ten per cent of the presidents listed pirat- 
ing and use of consultants as means to fill 
their executive needs. In pirating, compa- 
nies hire men from other companies. Con- 
sultants are engaged to study, investigate 
and recommend likely candidates for va- 
cant positions. Compromise, whereby the 
least likely candidate is appointed, was 
checked by five per cent of the presidents, 
while another five per cent scored miscel- 
laneous methods involving nepotism, sen- 
iority and politics as methods for executive 
selection. 


WHERE DO EXECUTIVES COME FROM? 

Most presidents favor the policy of pro- 
moting their own employes. Forty out of 
the 62 respondents said that the last three 
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executive vacancies in their firms were 
filled from the inside. However, many 
companies recruit executives from outside 
on occasion. 

Experience in different departments of 
the company and the opportunity to work 
under an able executive are valued highly 
by presidents looking for executive re. 
placements. 

An aid to selection is the executive de- 
velopment program which has been in- 
stalled in many companies. Eventually, 
these programs will provide trained per- 
sonnel to fill top positions. But for the 
most part, the Board notes, effort has been 
concentrated on individuals already in the 
middle-management or upper-management 
levels. Curiously enough, executive devel- 
opment programs have generally preceded 
company planning and executive selection 
programs. 


INVESTMENT IN THE COLLEGE 
GRADUATE 

Hundreds of companies look to col- 
leges for their future executives. The col- 
lege graduate is preferred not because he 
is a college graduate, per se, but because 
companies have discovered that those who 
succeed in school and persevere to the 
point of graduation are the sort that often 
make good in business. The investment in 
the college graduate is a long-term one. 
Graduates recruited in 1957, for example, 
would not be coming up for executive po- 
sitions much before 1970 or 1975. But 
most companies agree that good selection 
depends upon good recruitment. 

The importance of planning ahead was 
emphasized by almost all the companies. 
As one chief executive expressed it: “In 
order to have good executives today, start 
twenty years ago.” 


Insurance Premiums 
Finance Business Expansion 


A large percentage of the life insurance 
premiums paid by the nation’s 103 million 
policy holders has helped to finance busi- 
ness’ record expansion program. In the 
first nine months of 1956, for instance, the 
life insurance industry invested some $4 
billion in new capital. 

These funds, according to Holgar J. 
Johnson, president of the Institute of Life 
Insurance, accounted for a sizable portion 
of the financing needs of both property 
owners and business concerns throughout 
the country. 

Life insurance companies financed $5 
billion in new mortgages in the first three 
quarters of 1956 and on September 30, 
1956 they held mortgages worth $32.1 
billion. They also held corporate securities 
amounting to $40.5 billion, compared with 
$11 billion at the end of World War II. 
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Head Office: 55 Wall Street, New York 


75 Offices 71 Overseas Branches, 
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Statement of Condition as of June 30, 1957 


ASSETS 


Casu, Go_p AND DuE From Banks : $1 843,930,533 
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(70,000,000 Shares—$20 Par) 
SUBPEUSi- 6 Si eS wee = BODO 
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$7,434,145 976 
Figures of Overseas Branches are as of June 25. 
$508, 273,868 of United States Government Obligations and $33,664,700 of 
other assets are pledged to secure Public and Trust Deposits and for other 
purposes required or permitted by law 
Member Federal Deposit Insurance Corporation 


$200,000,000 


Affiliate of The First National City Bank of New York for separate 
administration of trust functions 


CITY BANK FARMERS TRUST COMPANY 
Head Office: 22 William Street, New York 
Capital Funds $33,592,460 
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Evaluating Newspaper 
Property Considered 
in INCFO Manual 


Yardsticks for determining the worth 
of daily and weekly newspapers are de- 
fined and explained in ‘Evaluation of 
Newspaper Property,” a collection of 
eight papers on the subject, published 
by the Institute of Newspaper Control- 
lers and Finance Officers, and now be- 
ing distributed. As a service to the 
newspaper publishing business, the new 
INCFO manual is being sent free not 


only to the 458 finance officers who are 
members of INCFO, but also to the con- 
trollers of all other daily newspapers in 
the United States and Canada. 

The 24-page manual opens with an 
article entitled ‘Valuation of Newspa- 
per Good Will for Tax Purposes,” by 
Robert M. Sherwood, INCFO member 
and controller and assistant secretary of 
the Detroit (Mich.) News. Frank 
Thayer, an associate member, who is 
professor of journalism at the Univer- 
sity of Wisconsin, is represented with 
an article on ‘How Would You Value 
Your Newspaper?” 





‘Simplified Acceptance” now 
enables you to have an attractive 
CM PENSION TRUST 
or PROFIT SHARING 
RETIREMENT PLAN ona 


Where there are between 25 and approximately 100 initial partici- 
pants, neither medical examinations nor conventional evidence of 
insurability will be required of individual applicants 65 or under 


and regularly on the job. 





If you are considering starting a 
plan of either of these types in your 
company—send for these free book- 
lets. The information will be valu- 
able to you. You will find that Con- 


The Connecticut Mutual 


LIFE INSURANCE COMPANY : HARTFORD 


Send for Valuable Free Booklets 


The purposes, advantages and operating methods 
of Profit-Sharing Retirement Plans are told in 

_ this 20-page booklet, and 18 pertinent questions 
about these Plans are answered. 


This 16-page booklet outlines the value of pen- 
sion trusts to employers and employees, tells the 
tax advantages and the requirements for gaining 
them, and gives examples of successful Connecti- 
cut Mutual Pension Trust Plans now in operation. 





necticut Mutual, a pioneer in pen- 
sion planning, can prepare pension 
and retirement programs with the 
flexibility and safety factors you 
need. Send for your booklets today. 





Hartford, Connecticut 


Connecticut Mutual Life Insurance Company C-8-7 


Please send me, without cost or obligation, the booklets checked below: 


CT] Pension Trusts ... Their Advantages to Employers and Employees 
[_] Some Questions and Answers about Profit-Sharing Pension Trusts 
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The other articles and their authors 
are as follows: ‘Many Factors Beside 
Formulas Determine a Newspaper’s 
Value,” by Allen Kander, president, 
Allen Kander & Company, New York; 
“Four Practical Formulae for Evaluat- 
ing a Daily Newspaper for Sale of 
Taxes,” by Vincent J. Manno, newspa- 
per broker and consultant, New York; 
“Valuation of Closely Held Corporate 
Stocks,” by David Glunt, member of the 
staff, American Appraisal Company, 
New York; “Appraising the Value of a 
Newspaper with 2,500 to 20,000 Cir. 
culation,” by Marion R. Krehbiel, Bai- 
ley-Krehbiel Newspaper Agency, Nor- 
ton, Kansas,” and “Evaluating News- 
paper Shares for Federal Estate and Gift 
Tax Purposes,” by James J. Mahon, Jr., 
partner, Lybrand, Ross Bros. & Mont- 
gomery, New York. 

The study closes with a report on 
“Valuing a Newspaper’s Capital Stock,” 
by the Technical Advisory Board of 
INCFO. 

Weekly newspaper publishers, cetti- 
fied public accountants and others who 
might find the publication helpful may 
order copies from the INCFO headquar- 
ters, 230 West 41st Street, New York 
36, N. Y. The manual is priced at $5.00 


per copy. 


Management Experts Find 
Nation Choking on Paperwork 


The rising tide of paperwork may yet 
choke the nation’s government, business 
and industry, according to more than 100 
management experts who gathered from 
across the country to attend the Third An- 
nual Conference on Records Management 
at New York University. This pessimistic 
forecast, together with an analysis of the 
problems involved and exploration of pos- 
sible solutions, is summarized in the con- 
ference proceedings, just published by the 
University’s Graduate School of Adminis- 
tration in a booklet titled ‘Planning 
Ahead for Paperwork Control.” The Na- 
tional Records Management Council acted 
as sponsor of the conference, under the 
auspices of the Graduate School. 

The disappointing discovery that office 
mechanization adds to paperwork and pa- 
perwork costs was ea ee by Edmund 
Dennis Dwyer, Chief of the Navy Man- 
agement Office in the Executive Office of 
the Secretary of the Navy. He pointed up 
this finding by saying that today one pa- 
perworker out of every six is engaged in 
production, as opposed to the one-out-of- 
40 ratio found at the turn of the century. 
Steady decreases in plant operation costs 
have been offset by spiraling costs of pa- 
perwork, the Navy management expert 
noted. 

Copies of the booklet are available 
through the National Records Manage- 
ment Council, 555 Fifth Avenue, New 
York 17, N. Y., at a cost of $2.00. 
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talk to the people at Chase Manhattan 


THE 
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COMPANY INVESTIGATIONS OF AUTOMATIC 
DATA PROCESSING* 


By Peter B. Laubach 


Reviewed by STANLEY R. KLION 
Manager, Management Controls Department 
Peat, Marwick, Mitchell & Co. 

New York, N. Y. 


This book will be of greatest interest to 
those financial executives who are in the 
midst of, or are about to start, a program 
aimed at investigating the feasibility of 
electronic data-processing equipment for 
their company. Written in the case study 
style, Mr. Laubach reports on the experi- 
ences of some 40 companies who have em- 
barked on a survey of the applicability of 
this new tool of management. 

Mr. Laubach’s book is divided into 
three main sections. The first serves as an 
introduction and includes a brief but good 
nontechnical discussion of the nature and 
characteristics of automatic equipment. 
There is also included a simple illustra- 
tion of a typical computer instruction pro- 
gram. 

The second portion of the work pre- 
sents some case illustrations dealing with 
the over-all approach to investigating and 
evaluating computers. The principal ex- 
ample is that of the Lee Company (a fic- 
titious name). The reader is given a brief 
description of the company for back- 
ground purposes and then, in very reada- 
ble form, is taken in detail through the 
six-months period during which automatic 
equipment was appraised by the company. 
Following this very comprehensive discus- 
sion are more concise examples of some 
six other companies (some identified and 
some disguised). The companies selected 
had objectives, problems and approaches 
somewhat different from each other or 
from that of the Lee Company, thus pro- 
viding the reader with a wide range of 
situations. These differences are pointed 
up and discussed. Finally, there is an ex- 


* Published by Division of Research, Gradu- 
uate School of Business Administration, Har- 
vard University, Cambridge, Mass. $3.00 


THE CONTROLLER.............. 


cellent chapter on the investigation of spe- 
cial-purpose equipment, using three case 
examples. This latter chapter is most in- 
formative and appropriate, particularly 
since it deals with a segment of the elec- 
tronic data-processing field too frequently 
overlooked. 

The third, and perhaps most important, 
section of the book discusses in some de- 
tail the mechanics, objectives and possible 
pitfalls to be encountered in making a 
feasibility study. Mr. Laubach points out 
that most such studies of general-purpose 
equipment fall generally into three stages: 


1. Selecting and organizing the team to 
make the study; 

2. Teaching the team automatic data 
processing ; and 

3. Making an in-company survey to de- 
termine the applicability of automatic 
computers to the team’s own particular 
situation and to determine the most suit- 
able equipment. 


Each of these steps is analyzed thor- 
oughly, drawing liberally on the actual ex- 
periences of many companies. In addition 
to chapters dealing specifically with the 
stages of a feasibility study, there is dis- 
cussion on the use of outsiders for assist- 
ance, selecting suitable applications for 
electronic data processing, cost and savings 
estimates, some implications of the deci- 
sion to acquire a computer and the means 
of obtaining the support of top manage- 
ment and the operating organization for 
such a program. 

A characteristic of the case study 
method of presentation is that the reader 
must draw his own conclusions from the 
illustration. Frequently, questions which 
arise in the discussion of the case remain 
unanswered and the reader finds himself 
curious to know the outcome of the case 
so that he may compare his judgment with 
the actual course of action taken. To some 
extent, this condition is found in Mr. 
Laubach’s book. However, each chapter 
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contains a short summary which at least 
sets forth the salient features of the points 
under discussion. Moreover, Mr. Laubach 
draws some highly significant conclusions 
from the various experiences cited (al- 
though he does so too infrequently for 
this reviewer's taste). These conclusions 
represent the evolution of some rules of 
thumb for this new electronic art, and 
while all may not accept them as com. 
pletely valid, they are most worthy of seri- 
ous consideration by any company enter. 
ing the field. 

One such conclusion is that it is gen- 
erally easier to train company personnel in 
the use of electronics than it is to train 
electronics experts in company operations. 
Further, the lack of technical experience 
at the outset within a company need not 
necessarily be a handicap in a feasibility 
study. Hence the study team can and 
should be recruited from within the com- 
pany without having to seek substantial 
permanent reinforcement elsewhere. 

Another such obServation is the extreme 
need to inform’ “clerical employes about 
the company’s ultimate objectives and in- 
tentions and the stages the company will 
go through in reaching these objectives. 
. . . Depending on how far a company 
wishes to go in committing itself, it is pos- 
sible that it can give certain reassurances 
to employes to the effect that there will 
be no layoffs, or any job or pay down- 
grading.” In addition to this vital need for 
internal company communications with 
the lower levels, Mr. Laubach discusses in 
detail the need to apprise senior manage- 
ment of progress made, and to obtain its 
support in order to conduct a successful 
in-company survey. 

Still another conclusion drawn by the 
author is the fact that with familiarity, 
electronic computers are regarded by their 
users ‘‘as just another piece of office equip- 
ment.”” Much of the mystery surrounding 
computers and the apprehension afflicting 
their potential users is dissipated as more 
knowledge is gained. 

Further, evidence is mounting that the 
savings attendant to computer installations 
are at least in part attributable to econ- 
omies realized from the methods improve- 
ments developed in the course of the feas- 
ibility study. Mr. Laubach discusses this 
consideration and indicates its importance 
in appraising potential cost savings which 
may result from electronic data processing. 

The book is concluded by the author's 
comments relative to the perspective in 
which automatic data processing should 
be held. In his opinion, “the most profit- 
able approach a company project team can 
take is to direct its efforts to determining 
what information management  teally 
needs, although this is not the approach 
taken by most companies included in this 
study. This approach leaves the considera- 
tion of automatic equipment as a second 
step.” This concept is achieving greater 
and greater acceptance, and although it is 
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probably the subject of another book, one 
wishes that it had been explored more 
fully here. 

In sum, Mr. Laubach has put together 
a comprehensive, well-documented discus- 
sion and description of the means of pre- 
aring for electronic data processing. It is 
well written, thoroughly indexed, and is 
most readable. In this fast-growing art, 
literature like equipment suffers the dan- 
get of becoming obsolescent in a very 
short period of time. Although this manu- 
script was prepared in 1955, it does not 
have this weakness and there is much 
good meat to chew on here. Companies 
or individuals who are just entering this 
field would be well advised to learn of the 
experiences of others in preparing for 
electronics and among the good references 
books is “Company Investigations of Au- 
tomatic Data Processing.” 


FACTORS IN EFFECTIVE 
ADMINISTRATION* 


By Charles E. Summer 


This study represents the combined 
thinking of teachers of administration at 
20 universities. The conclusions of the 
report indicate that there are certain sys- 
tems of knowledge emerging which im- 
prove executive effectiveness. Most of this 
knowledge has been developed within 
the last 10 years. It differs significantly 
from traditional approaches to adminis- 
trative training. The research also indi- 
cates that there are, in the opinion of 
management specialists, more or less spe- 
cific clusters of attitudes and abilities that 
enable a person to perform more effec- 
tively as an administrator. These attitudes 
and abilities are thought to be different 
from the “executive traits’ approach. 





* Published by Graduate School of Business, 
Columbia University, New York 27, N. Y. 
$3.25. 


COMMERCIAL CREDIT AND 
COLLECTION PRACTICE* 


By Watrous H. Irons and 
Douglas H. Bellemore 


In this revised work the authors have 
retained the emphasis on a comprehensive 
statement of the fundamentals and princi- 
ples which underly credit and collection 
practice while at the same time develop- 
ing the techniques of analysis, the key to 
- solution of credit and collection prob- 
ems. 





* Published by the Ronald Press Co., 15 
East 26th St., New York 10, N. Y. $6.75. 





A NEW GRAPHIC APPROACH FOR 


BOARD MEETINGS 


Write for Information 


McCORMICK & COMPANY 


Consulting Management Engineers 
Park Building ’ on taal Ne ¥. 
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Here's what they say about 
RECORDS RETENTION AND CONTROL 


ee . . I have just read the new Controllership Foundation report, ‘Case 
Studies in Records Retention and Control” . . . It is a fine exposition of 
how to proceed in streamlining one’s file problems. It shows how expen- 
sive storage space has been reduced. It is the best book on the subject that 


I have seen.” 


FRANKLIN D. COLBURN, management consultant 


ee . | am sincerely impressed with the approach you adopted, the scope 
of coverage and its balance. By sending your people into the field and in- 
corporating solid facts, your publication is definitive. The quality far ex- 
ceeds that obtainable from using questionnaires, as is evident in compari- 
son with another recent paper on this subject.” 


EMMETT J. LEAHY, management consultant 


ee . . Very interesting and excellently prepared. Each case study is pre- 
sented in sufficient detail to make a complete picture, a result that is lack- 


ing in too many presentations of this type. . 


. . The most complete and 


informative collection of case studies in the records management field 
that I have seen. The people who compiled it and wrote it are deserving 
of congratulations for a job well done.” 


RECORDS MANAGER Of a large corporation 


Save money, space and time with a realistic program for records retention 
and control. Profit from the experience of others by reading the case histories 
of 13 companies carefully selected to provide variety in size, location, profit 


margin, and product. Their records programs range from simple or formative 
to elaborate and highly staffed. Develop, or modify, your own records pro- 
gram, to suit your needs and problems, after you see how other companies have 


answered questions on: 


Organizational responsibility—W here should it be located? 
Consultants—W hen should they be used ? 

Program sequence—W hat is the logical order for operating a program? 
Records inventory—W hat information is needed and how is it compiled? 
Appraisal and analysis—W hat standards should be followed? 

Vital records—W hat are they and what special steps should be taken? 
Microfilming—W hen is it cheaper than storage? 

Storage—W hat type of equipment is best? 


CASE STUDIES IN RECORDS RETENTION AND CONTROL 


$7.50 


($5.75 to members of Controllers Institute) 





CONTROLLERSHIP FOUNDATION, INC. 


Research Arm of Controllers Institute 


TWO PARK AVENUE - NEW YORK 16, N. Y. 


Orders from nonmembers outside Continental U.S. and Canada 
must be accompanied by remittance 




















Seattle, Wash. (Richt 


Members of the Portland and Seattle 
Controls of Controllers Institute partici- 
pated in an inter-Control meeting in Se- 
attle on June 28. A total of 72, including 
wives, were in attendance during the day 
which featured golf in the afternoon fol- 
lowed by a social hour and dinner, as well 
as election of officers of the Seattle Con- 
trol. In addition to the general view of the 
group at dinner, the photograph of the 
head table includes (from left to right) : 
Seattle President-elect W. J. Pennington 
and Mrs. Pennington; Portland Control 
President H. K. Merrill and Mrs. Merrill ; 
retiring Seattle President N. E. Boyce and 
Mrs. Boyce; and Institute National Direc- 
tor John O. and Mrs. Yeasting. 





Les Angeles, Calif. asove 

Dudley E. Browne, president of Con- 
trollers Institute of America, is being con- 
gratulated by W. R. Andreson (left), 





News of Other Organizations 


NACA 

Harold W. Scott, partner in the public 
accounting firm of Haskins & Sells, De- 
troit, Michigan, was elected president of 
the National Association of Cost Account- 
ants for the 1957-58 year at the 38th an- 
nual meeting recently held in Washing- 
ton, D. C. 


NSBB 
Charles H. Eckelkamp, budget director, 
Combustion Engineering, Inc., New York, 


THE. COMTROUER............> 
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president of the Institute's Los Angeles 
Control, during a testimonial program 
which featured the June 20 meeting of the 
Control at the Ambassador Hotel, Los 
Angeles. Mr. Browne, who is vice presi- 
dent-finance and controller of Lockheed 
Aircraft Corporation, Burbank, Calif., re- 
ceived “in person’ tributes from Profes- 
sor Howard S. Noble of UCLA, who 
served as dean of the Accounting School 


has been elected president of the Na- 
tional Society for Business Budgeting. 
Other officers include: H. C. Mason, S. C. 
Johnson & Son, Inc., Racine, Wis., first 
vice president; Kent R. Crawford, Eli 
Lilly and Company, Indianapolis, Ind., 
secretary; and Donald L. Cartland, A. B. 
Dick Company, Chicago, IIl., treasurer. 


SPA 
F, Walton Wanner, a CPA and a sys- 
tems consultant with the Standard Oil 
Company (New Jersey), New York, and 
mayor of River Edge, N. J., has been 


Pee 
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while Mr. Browne was a student; Court- 
landt S. Gross, president of Lockheed Air- 
craft Corporation, which Mr. Browne 
joined in 1937 as auditor; Maurice J. 
Dahlem, partner of Price Waterhouse & 
Company, Los Angeles, a former class- 
mate of Mr. Browne; and Mr. Andreson, 
who reviewed Mr. Browne’s many contti- 
butions to the local and national organiza- 
tions. 


elected president of the Systems and Pro- 
cedures Association of America for the 
year 1957-58. 

Joseph A. MacQueen of the Allan 
Wood Steel Company, Conshohoken, Pa., 
was elected vice president. Other officers 
elected were: David D. Merriman of the 
McCord Corporation, Detroit, Mich., as 
secretary; and Russell Holland of Procter 
and Gamble Company, Cincinnati, Ohio, 
as treasurer. 

Mr. Wanner, a member of the SPA In- 
ternational Board of Directors, has been 
serving as vice president as well as chair- 
man of the Research Committee during 
the past year. A member of the Associa- 
tion for eight years, he served as president 
of the Manhattan chapter in 1955. 
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Wage Contracts Analyzed 


ferentials for skilled workers are appear- 
ing in industrial labor contracts, accord- 
ing to an article in the June-July issue of 
Challenge, a publication of New York 
University’s Institute of Economic Affairs. 
James W. Kuhn, author of the article en- 
titled “Labor’s Aristocrats Assert Them- 
selves,” points out that in the past four 
years about one-third of all major wage 
agreements have dealt explicitly with 
wages for skilled workers. 

“Unions in farm equipment, autos, 
steel, electrical equipment, and pulp and 


aper have been winning more wage ben- | 


efits for their skilled members,” writes Dr. 
Kuhn. These developments, he says, ap- 
pear to signal at least a temporary reversal 
in the historic trend towards the narrow- 
ing of skill differentials. The nationwide 
margins for skilled workers were 105 per 
cent of the unskilled rate in 1907; they 
were only 37 per cent in 1953. 
Contributing to this decline over the 
years, Professor Kuhn notes, have been 
the nationwide minimum wage laws and 
steady inflation. The minimum wage 
raised the floor without affecting the ceil- 
ing, and inflation made across-the-board 
increases popular. Such increases meant 


= st 
More and more provisions for wage dif- 





larger percentage gains for the unskilled 


workers. 

“The term ‘skilled worker,” Professor 
Kuhn explains, “has changed in meaning. 
The mechanic of 50 years ago spent many 
years as an apprentice and brought to his 
job a mechanical resourcefulness which 


he applied on his own initiative. Today’s | 
mechanic learns his trade in a compara- | 


tively short time, specializing more nar- 


rowly and working under close supervi- | 


sion. The engineer of today might corre- | 
spond more closely to the skilled men of | 
the early 1900's, but he is classified as a | 


salaried employe. There are today fewer 


unskilled workers and unskilled jobs re- | 
quire more of the worker, with the result | 


that unskilled wages are bid up. 


Foreign Tax Study Published 


The first two books in a series of tax re- | 


ports in 30 nations, known as the World 
Tax Series, have been released by Little, 
Brown & Co. Eleven volumes are planned 
for publication this year and next. The 
series was initiated in 1951 under a reso- 


lution of the United Nations Economic | 


and Social Council. The work was under- 
taken through the Harvard Law School. 
The first two reports are on Brazil and 
Britain. 





XEROGRAPHY EXPERTS 


We can make XEROGRAPHIC PLATES for 
you. We can also MULTILITH your office 
forms, charts, manuals. SAME DAY SERVICE 


KENT 


60E. 11th St. GR7-3133 New York3,N.Y. 
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60 copies of a 50-page report in only 3 hours... 
each copy as sharp as the original 


Sally Jo is a happy girl today. She’s 
getting compliments from everyone. 
That new hair-do does something for 
her. So does that snappy outfit . . . 
And xerography makes her look good, 
too. 

What’s xerography? 

That would have been a fair ques- 
tion a few years ago when The Haloid 
Company first unveiled it. But today 
xerography is widely known—in busi- 
ness, industry, and government—as 
the world’s most versatile and eco- 
nomical copying process. 

If you've installed it at your plant, 
you know that paperwork duplicating 
of all kinds is no longer a problem. 

That’s why Sally Jo looked good 






WRITE for proof-of-performance folders 
showing how xerography is saving time 
and thousands of dollars for companies 
of all kinds, large and small. 


THE HALOID COMPANY 
57-160X Haloid St., Rochester 3, New York 


Branch offices in principal U.S. cities and Toronto 


today. The vice-president asked her 
if she could get him 60 copies of a 
50-page report in less than three 
hours. 

Not 


xerography. She quickly had the nec- 


Impossible ? with versatile 
essary 50 offset paper masters pre- 
pared on XeroX® copying equip- 
ment, then had multiple copies run 
off on an offset duplicator. 

“Splendid!” exulted the v.p. 
“These copies look as crisp and fresh 
as yourself. They’re terrific, Sally Jo 

. thanks to xerography. When I 
go into a meeting or send out a re- 
port, I want everyone else to have 
just as good a copy as my own. That’s 
what these are . . . each as sharp as 
the original.” 


The fastest, cheapest, most versatile way to make masters for duplicating 


Anything written, printed, typed or drawn can be quickly copied by 
xerography onto masters for duplicating. Copies in the same, enlarged, 
or reduced size can be made from one or both sides of the original 
material, by this dry, photo-exact, electrostatic copying process. New 
developments make xerography the one, all-purpose, fast and economical 
process for copying onto different types of masters for duplicating. 


HALOID 
XEROX 
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DUNDAS PEACOCK W. J. PENNINGTON W. J. MATTHEWS, JR. W. H. GORANSON GEORGE J. C. HODSON 
Elliott Company Seattle Times Company American Zinc, Lead & Theo. Hamm Brewing Crown Zellerbach Canada 


Smelting Co. Company 





ae elen CONTROLLERS INSTITUTE OF AMERICA ec 


Rensselaer Polytechnic George Muse Clothing 
Institute Company 
Albany SECTION II* Atlanta 





ELMER F. FOUSEK CARL J. THOMSEN RUSSELL F. COSBY JAMES F. LILLIS ELGON K. FAULDS 
Crown Cork & Seal Texas Instruments The Reynolds & Reynolds Burroughs Corporation Ludman Corporation 
Company, Inc. Incorporated Company 
Baltimore Dallas Dayton Detroit Florida 
Crile 





R. E. WESTFALL ELTON G. GEORGE H. S. G. VERLANDER LELAND K. MACFARLAND DON A. LEAHY 
Eli Lilly International Forest Lawn Memorial Park Jahncke Service, Inc. Kingwood Oil Company Allison Steel Manufacturing 
Corporation Association Company 
Indianapolis Los Angeles New Orleans Oklahoma Phoenix 
Strem Maniatis 


Williams Bros. 





Limited 











Pittsburgh Seattle St. Louis T win Cities Vancouver 
* SECTION | comprising 17 Controls appeared in the July issue of THE CONTROLLER on page 345 
SECTION Ili comprising the remaining 17 Controls will be published in the September issue 
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Management Controls at Management Levels 


(Continued from page 387) 


MANAGEMENT CONTROLS AT THE VICE PRESIDENTIAL LEVEL—S. C. Moody 


$s THE CYANAMID COMPANY increased 
A in size it became necessary to revise 
its structure and to form a number of op- 
erating divisions, together with a number 
of service divisions and staff departments. 
At the present time there are 11 operating 
divisions, each of which is quite autono- 
mous and specializes in the production and 
sale of products for specific industries. 
The organizational structure of each divi- 
sion follows an established pattern. 

The division is headed by a division 
manager, an assistant division manager, a 
sales manager, a manager of manufactur- 
ing, a technical director, a manager of staff 
and service functions and a representative 
of the treasurer’s division. Division man- 
agers are responsible for production and 
sale of products assigned to their divi- 
sions. 

Company policies and over-all company 


management is lodged in the president, 
together with seven vice presidents, who 
in effect serve as a common board of 
directors for each of the divisions. In 
addition, the vice presidents have staff 
responsibilities in specific fields: market- 
ing, finance, law, personnel, public rela- 
tions, engineering and operations, process 
development and research. Division man- 
agers consult with these staff members on 
problems within their respective areas. The 
vice presidents also serve on committees, 
such as: finance, patent, budget, commer- 
cial development and several others. 

The primary intent of the divisional or- 
ganization is to improve efficiency by dele- 
gating responsibility. At the same time the 
divisional operations serve to broaden the 
experience of the managers and depart- 
ment heads so as to have a larger pool of 
qualified people from which to select 
our future officers. 


MANAGEMENT CONTROLS AT THE PRESIDENTIAL LEVEL—Charles C. Jarchow 


N DISCUSSING THE KEY AREAS of man- 
| agement control at the presidential level 
in the case of American Steel Foundries 
and its subsidiaries and the techniques em- 
ployed in reporting and appraising results 
and in controlling performance, it is im- 
portant to describe briefly the nature of 
our manufacturing business. 

We are essentially a component parts 
manufacturer for railroad equipment and 
for equipment used or produced by other 
companies. Sales volume of railroad equip- 
ment parts equals about 60% of our total 
sales. The other 40% of our sales volume 
is made: up of steel castings, forgings, 
springs and fifth wheels; roller chain and 
sprockets ; industrial manufacturing equip- 
ment; and wrapping steel pipe. Through 
American Steel Foundries and four sub- 
sidiary companies we operate a total of 26 
plants, employ 8,500 persons, and last year 
had sales of $117 million. 

Before discussing methods of control, I 
want to stress that a business must have 
specific objectives or goals with plans set- 
ting forth the steps required to attain these 
goals as well as an organization which un- 
derstands its duties, authority and respon- 
sibility. An organization properly set up 
and functioning with understanding of 
objectives greatly relieves the president 
from time-consuming detail control activi- 
ties. 

Specifically, as president, I review re- 
ports prepared monthly, quarterly and an- 
nually covering for each appropriate entity 
and by plants where more than one manu- 
facturing site is involved: 


19 Results of operations. 
2. Financial position or balance sheet. 
3. Provision and use of funds analyses. 
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Each of these three kinds of reports is 
compared with forecasts of operations 
which are made up quarterly for the im- 
mediate next three months and the next 
succeeding three months. 


4. Return on investment analyses which 
are computed quarterly and for the year 
to date. 

5. Capital authorizations and expendi- 
tures. 


A budget of expenditures for plant and 
equipment is made up annually which in- 
cludes a forecast of probable appropria- 
tions and expenditures over the next five 
years. 

6. Unfilled orders by product classifica- 
tion which are prepared weekly. 

7. Normal profit-or-loss performance 
on principal products prepared quarterly. 

8. Comparison of number of employes 
and total payrolls by calendar quarters. 


Communication other than that brought 
about by written reports is maintained 
through various kinds of meetings. Sub- 
sidiaries and each division have weekly 
meetings of their top management to dis- 
cuss business and operating problems. In- 
formation developed at these meetings is 
passed on to the top executives of the 
parent company each Monday afternoon 
at a meeting of the General Administra- 
tion Committee. The weekly meeting of 
this committee serves as a clearing medium 
to pass information between divisions and 
companies as well as to inform the presi- 
dent of current operations and develop- 
ments. It serves as a time and place for the 
president to pass on his ideas, findings and 
instructions to the division heads. 

(Continued on page 404) 
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But the top brass puts 
a stop to such luxury when properly 
informed of the expensive folly of using 
anything but the best of record papers. 


Accounting and other records are far 
too valuable to be entrusted to inferior 
paper for the sake of shaving the initial 
cost. The durability and permanence 
of L. L. Brown ledger and record papers 
present true economy plus efficiency 
of operation without appreciably affect- 
ing the cost of operation. 


Just another case of "So Much Extra 
Valve for So Little Extra Cost”... 


L. L. BROWN 


Correspondence & Record 


PAPERS 


Since 1849 
Adams, Massachusetts ie 
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Management Controls 


at Management Levels 
(Continued from page 403) 


The quarterly directors’ meeting of each 
subsidiary is used to review carefully the 
operating results and financial status and 
trend of such companies. The directorship 
of subsidiary companies is made up of the 
principal officers of the parent company as 
well as the top officers of the subsidiary. 

Directors’ meetings of the parent com- 
pany are held monthly except for Febru- 
ary, August and November. The presi- 
dent, a former president and three vice 
presidents are members of this Board 





Plant Location Studies . . . 
Industrial Plant Design . . . 
Supervision of Construction . . . 
Engineering Reports . . . 


Plant Modernization .. . 





APPRAISALS for purposes of: 








| Insurance 

Cost Accounting 

'| Sale or Merger 

| Depreciation 

|| Plant Ledger 
Your inquiry is solicited 


LOCKWOOD GREENE 
ENGINEERS, INC. 


41 East 42nd Street, New York 17 


Boston 9, Mass. ° Spartanburg, S. C. 














which consists of 12 members. Full finan- 
cial reports are submitted, particularly at 
quarterly meetings, and direct contact is 
afforded the Board with most of the prin- 
cipal officers in charge of our business en- 
tities. 

Another type of meeting, known as a 
Review Meeting, is held at least semian- 
nually for each division of the parent com- 
pany. At these meetings all plant mana- 
gers and department heads of a division 
are brought to Chicago for the presenta- 
tion on a screen for group observation of 
pertinent general financial information of 
the company as well as specific operating 
information of the division and its plants. 
Sales volume, profits, plant investment 
and return on investment for calendar 
quarter years are brought out and dis- 
cussed. The heads of staff departments of 


the general office as well as the heads of 
other divisions not under review are pres. 
ent at such meetings. As president I serve 
as chairman of these meetings. Each de. 
partment head, who may be a plant map. 
ager, sales manager or an engineer, js 
given an opportunity to discuss his func. 
tional performance during the past period 
and explain his problems and plans fo, 
the future. 


This gives top management a needed / 


contact with lower levels of the organiza. 
tion and serves as a means of communica. 
tion other than through the division head, 
After all department heads of the division 
have spoken, the vice president in charge 
of the division is given an opportunity to 
make a summary statement for his division 
and to direct any comments of praise or 
admonition to his organization. 


Putting IDP to Work (Continued from page 382) 


warded to the chemistry control desk to be 
mailed out to the customer. 


At this point, our IDP system ties in 
with the nM section to provide the 
customer with physical and chemical re- 
ports. For each heat, or batch, of steel, 
the tabulating section has created a deck 
of punched cards, each describing that 
heat. These cards are forwarded to the 
IDP Center. When Notices of Shipment 
are sent out, they are matched with a card 
for heat numbers and a copy of the correct 
card is attached to each notice. When a 
customer requires certification of the 
chemical and/or a report of physical prop- 
erties of the steel, the required number of 
heat cards are sent to the metallurgical lab 
with the shipment notices. 

This is an excellent extension of the 
theory and principle of integrated Data 
Processing, since it eliminates the typing 
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which would have been necessary if the 


physical and chemical characteristics for [ 
each piece of steel in an order had to be 


typed on the form. 

At the shipping dock, packing notices 
which are received are part of the Kant- 
Slip set which contains the three-part or- 
der form. Packing notices and order forms 


were combined at the dock so that either 7 
type of transmission can be received on f 


either Teletypewriter. If packing notice 
information is transmitted, the order 
forms are discarded, and vice versa. In the 
long run, this has proved more economical 
than preparing separate sets of forms for 
both order and packing notice transmis- 
sions to the shipping dock. It has elimi- 
nated the need for restricting each Tele- 
typewriter to only one type of message. 


COMPLETION OF INVOICES 

The pricing copy distributed from the 
Notices of Shipment packet is filled out 
by a pricing clerk preparatory to the com- 


pletion of invoices. This data is written | 


on the pricing copy in longhand and, with 
the partially completed invoices, is sent to 
a typist. She inserts the seven-part con- 
tinuous Kant-Slip form in a typewriter 
equipped with Registrator Platen and 
types in the pricing information. This 
completes the paperwork on this shipment 
for the customer, and the invoices are dis- 
tributed in this manner: 


Accounting Copy—Forwarded to general 
accounting, where it is used to develop 
tabulating department and shipping con 
trols. 


Accounts Receivable Copy—Forwarded to 


this department for posting to customers 
accounts. 
Invoices—The original invoices and three 


duplicates, or as many as are needed, att j 


dispatched to the customer by window 
envelope mailing. 


Sales Office Copy—This is mailed to the 


district office on district orders, or for 
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warded to the accounts receivable clerk on 
commission orders. 


COUNTING OUR GAINS 

That is the manner in which an order 
reaches the goal line, in a sense, in this 
IDP system. One basic typing, supple- 
mented by three brief insertions of addi- 
tional material, has produced more than 
30 forms needed for order-entry, ship- 
ment and invoicing. It also has created a 
multilith master from which as many as 
30 more important copies will originate. 

The importance to Rotary Electric Steel 
of the swift manner in which the system 
operates and the comparatively low amount 
of labor involved cannot be overempha- 
sized. It boils down simply to the fact 
that with the number of orders having in- 
creased as greatly as they have, we simply 
could not under the old system have pro- 
vided our customers with the service they 
now are getting. 

Nearly as important as the service fac- 
tor, in Our estimation, has been the cen- 
tralization of paperwork control. Em- 
ployes on the shipping docks no longer 
are typing duplicator masters, as they were 
before, and a possible source of inaccu- 
racies has been eliminated. 

This change has been important to ship- 
ping personnel. With the tonnage of 
stainless steel bar shipments having tripled 
in a year, the department was badly over- 
loaded with work. Employes there were 
at the point of working 70 hours a week, 
and there is no question but that we would 
have had to put on clerical help at the 
shipping docks if the old system had 
continued. This problem has been elimi- 
nated with the introduction of IDP. 

When this system was inaugurated, two 
people were added to the existing office 
staff to form an IDP Center staff of seven. 
In the year that followed, although the 
number of orders handled more than 
doubled, there was no increase in person- 
nel. We believe we can double our order 
volume again—meaning it will have quad- 
tupled from the starting point—with such 
increase requiring only the probable addi- 
tion of one employe. 

Thus, we have a system which, in addi- 
tion to its advantages in terms of economy, 
accuracy and speed, absorbs additional 
volume without demanding corresponding 
personnel increases. 


WANT HELP? Swamped by all the mate- 
rial on electronics? Can't find informa- 
tion on specific applications of electron- 
ics? Want to know experiences of 
companies converting to electronics? 


If your answer to any of these questions 
is affirmative, the list of reports on 
ELECTRONICS IN BUSINESS may 
help you. Send your request to 


CONTROLLERSHIP FOUNDATION 
Two Park Ave., New York 16, N. Y. 
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a simple 
_Jnultiplying, 
10-key 
listing 
machine 
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Add up the features: You'll know why 
there’s greater speed and accuracy —lower- 
cost operation—with Comptometer Comp- 
tograph ‘‘220M.” It’s the world’s finest all- 
electric 10-key listing machine. Prove it on 
your own work. FREE. Mail Coupon today. 


New frog ter gen Custom- 
atic — World's fastest way to insures accuracy 
figure . . . now faster than tion. Lifetime Magnetic 
ever. Try it FREE on your 


own work. See for yourself. 





costs. See for yourself. 


Comptometer Commander — 
in dicta- 


saves far more than machine 


Oomptometer 
mptcograph 





new features 
make figuring easier... 


NEW Multiplication Key—electric short cut 
multiplication . . . even prints both factors 
and answer on two easy-to-read lines. 


NEW High Speed —220 cycles per minute. 
Over 30% faster than most other 10-key list- 
ing machines. 


NEW Dual-Purpose Lever—converts from 
multiplying to straight adding. 11-digit list- 
ing —13 totaling capacity. 


NEW Color—smart “Autumn Tan." Easy on 
the eyes—blends with modern office decor. 


NEW Variable Space Control —adjusts for 
single or double spacing. 


NEW More Flexible Keyboard —accepts new 
figures faster. 


Plus these wanted features — Exclusive Auto- 
matic Visi-Balance Window—Single Cycle 
Keys—Portability—Two Color Printing—Quiet 
Rotary Action—Streamlined Styling —Con- 
cealed Paper Roll. 


COMPTOGRAPH 
“220M” 


figures faster. than you think 









Comptometer Corporation 

1734 N. Paulina St., Chicago 22, lil. 
In Canada: Canadian Comptometer, Ltd 
501 Yonge Street, Toronto 5, Ontario 
(C) Arrange free office trial for me on: 
CJ Send me literature on: 

() Comptometer Comptograph ‘'220M”’ 
C) Comptometer Customatic 

() Comptometer Commander 
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Aid to Education 

The Ford Foundation has announced 
that 630 privately supported colleges and 
universities would receive $130 million 
during mid-June as a second and final 
payment under its program to help raise 
faculty salaries. The total appropriation of 
$260 million was voted by the Foundation 
in 1955. 


Patent Use Survey 

Probably half the patents issued are 
used, according to the Patent, Trade-mark 
and Copyright Foundation. Of the as- 
signed patents, 50 per cent are in use or 
have been used and another 10 to 15 per 
cent have prospects for use in the near 
future. Of the unassigned patents, be- 
tween 40 and 50 per cent are expected to 
be used before their expiration. 


Business Expectations 

Businessmen expect to increase their 
outlays on new plant and equipment 
through the third quarter of this year, ac- 
cording to a joint Commerce/SEC survey. 
Capital investment programs are expected 
to be at seasonally adjusted annual rates 
of $37.3 billion and $37.9 billion, re- 
spectively, in the second and third quar- 
ters of 1957. 





CONTROLLERSHIP INFORMATION SERVICE 


olen 


This Electronic World 

Remington Rand has introduced an 
electronic punched tape typewriter. When 
used as an ordinary electric typewriter in 
preparing source documents it automati- 
cally translates everything or selected data 
into a punched tape for subsequent auto- 
matic processing; when fed the punched 
tape prepared by it or other machines, it 
automatically reads and types out the in- 
formation at 120 words a minute. 


An elementary school has been using 
electronics to achieve notable gains in edu- 
cational achievement. The teacher in the 
classroom presides at an intricate console 
containing four tape recorders, various 
buttons and levers. Each of the 28 desks 
in the classroom has a set of earphones so 
that the teacher can talk to pupils indi- 
vidually or conduct four simultaneous 
lessons by using the tape recorders. Tape 
recordings have been made for every sub- 
ject, from the first to the eighth grade. 


The Board of County Supervisors of 
Los Angeles County has voted to install a 
Datamatic 1000 in the assessor’s office. 
The new system of processing records and 





HANDLING SALESMEN’S EXPENSE ADVANCES 

In response to an inquiry, ‘How Do Other Companies 
Handle Advances Made to Salesmen to Cover Their Ex- 
penses?”’ Controllership Foundation made a_ telephonic 
check limited to 20 companies in the greater metropolitan 
area of New York. This check indicated that it is common 
practice to provide a ‘‘cash advance” to salesmen and reim- 
burse them for expenditures on a periodic basis. Thus the 
Cash Advance becomes a permanent cash fund of company 
money in the hands of the salesmen. All companies con- 
tacted follow the practice of making advances—16 reim- 
burse weekly, one semimonthly, and three monthly. 


Ba 


* 


If your company uses a method that eliminates or modi- 
fies the cash fund in the hands of salesmen, please let us 


know. 
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data is expected to save one-half million 
dollars annually, over and above the 
monthly rental of $47,305. The installa. 
tion is said to be the first of its kind jp 
county government. 


Business Data 


The book value of manufacturing and 
trade inventories at the end of April js 
estimated at $90.1 billion, an increase of 
$4.4 billion from a year earlier, according 
to the Department of Commerce. Whole. 
salers’ sales in April totaled $10.4 billion, 
some three per cent above the figures for 
April 1956 on a seasonally adjusted basis, 


Dollar Purchasing Power 

Purchasing power of the consumer dol- 
lar declined to 96.2 cents (1953 dollar 
equals 100 cents) in April, according to 
the NICB. This was 0.2 cents below the 
March 1957 figure and 2.8 cents below 
that for April 1956. 


Automation at Work 

A coal mine abandoned at the close of 
World War I is back in business as a sub- 
stantial producer. Two men control the 
mining operation and the equipment 
which can wash, dry and screen 450 tons 
of coal an hour. 


Variable Annuities 

After its first five years of operation, 
the College Retirement Equities Fund has 
more than 33,000 educators as participants 
while premium income exceeds $1 mil- 
lion a month. Assets of the fund have 
reached $50 million. 


Changing Credit Practices 

A random spot check of 111 medium. 
sized and larger manufacturers located in 
New York City reveals that six companies 
have changed to more liberal credit terms 
while seven changed to less liberal terms 
of sale. The survey, conducted by Dun & 
Bradstreet, Inc., also found out that 52 
firms find collections more difficult than 
in the past; 54 find conditions the same 
now; four find ‘collections less difficult; 
and one firm had no comment. 


Workers, Unite 

The AFL-CIO has been presented 
with demands from a new union of labor 
organizers. The union wants recognition 
as a collective bargaining representative 
of about 225 AFL-CIO organizers and 
also wants a charter and a contract. 





A NEW APPROACH TO 


BUDGETING 


Write for Information 


McCORMICK & COMPANY 


Consulting Management Engineers 
Park Building Yonkers, N.Y. 
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Now BIG Business Bookkeeping at a SMALL Business Price! 


With its stunning new President model, Monroe introduces more than a new accounting machine... 
Monroe establishes an entirely new ratio between what you pay and what you get in machine 
accounting. Now, for the first time, any business can enjoy all the benefits of big business 

bookkeeping at a price actually hundreds of dollars less than before! And job changing flexibility is 
built right into every model in the President line. With the flick of a knob accounts receivable, 
payroll, cost control, accounts payable... all become mechanized operations. Look at the 

price tag on this machine. Then put your own price tag on what machine 


accounting can do for you. Speed receivables by getting statements Y i 


out faster. Build prestige with neat looking records. Put credit data at 


your fingertips. Control your 
work so it flows easily and See the MAN from MON oil E 
always accurately. Write or J for CALCULATING 
6 x) ADDING 
ACCOUNTING 


General offices: Orange, N. J. Offices throughout the world. DATA PROCESSING MACHINES 


telephone Monroe Calculating Machine Company, Inc. 
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ost reduction 


is today’s #1 subject on 
management’s agenda. 
Profit Analysis and Outlines 
by Frederick M. Eisner, C.P.A. 


describe and illustrate a new, practical, 
original and inexpensive system of 
accounting. Its studies for the develop- 
ment of efficiency reports are indispen- 
sable to the successful management and 
control of factory, office, and marketing 
costs. These reports place the responsi- 
bility for sub-standard operational 
performances where they belong. Man- 
agement uses these factual data for 
discussion and criticism. Cost reduction 
in all areas is instantly assured because 
every employee, being aware of the 
continuous measurement of his work 
against a standard, endeavors to better 
his past performance. 


PROFIT ANALYSIS 
and OUTLINES 
Two books — 554 pages — $12.50 
10 Days Money Back Guarantee 


Charles M. Eisner 


70 Linda Ave., White Plains, N. Y. 





MR. LONGEWAY 


TOP MEN ... 

William Orange has joined Toolcrafters 
Specialty Co. of Farmingdale, N. Y., as 
president. . . . Harry J. Longeway was 
elected president and treasurer of his com- 
pany, Michigan Steel Tube Products Com- 





$24.839 ANNUALLY! 


Through practical loss prevention and rating advice we 
showed this Manufacturer how to overcome a substantial 
increase in premium on his $1,016,000 plant Fire In- 


surance. 


There was also a non-recurring first-year saving of $3,966 
and 21 specific policies were reduced to one broad 


blanket policy contract. 


Controllers with special insurance problems may find 
our professional advisory service timely and helpful. 


HERBERT L. JAMISON & CO. 


Insurance Survey, Audit and Advisory Service 
270 MADISON AVENUE, NEW YORK 16 


MR. STRASSER 














MR. QUICK 


pany, Detroit, Mich. . . . W. W. Stras- 
ser, Jr. is now president of Lehigh Furni- 


ture Corporation, New York. 


PROMOTIONS . . . 


General Telephone Corporation, New 
York, has elevated Thomas A. Boyd to the 
position of executive vice president in 
charge of Administration. . . . Munro Cor- 
bin is now vice president and assistant to 
the president of Rockwell Manufacturing 
Company, Pittsburgh, Pa.; John T. Farrell 
succeeds Mr. Corbin as controller. 

Albert W. Drigot was recently ap- 
pointed treasurer of the Froedtert Corpo- 
ration, Milwaukee, Wis. . . . Drummond 
C. Bell was made controller of Bridgeport 
Brass Company, Bridgeport, Conn. . .. 
The Hadley Corporation, Weaverville, 
N. C. has elected D. J. Patton as treasurer. 

William Pierick is now treasurer of Mil- 
ler Brewing Company, Milwaukee, Wis. 
. . . Ralph E. Quick has been elected vice 
president and director of Brown & Wil- 
liamson Tobacco Corp., Louisville, Ky. 
. . « John Schmidt has been appointed f- 
nancial vice president and secretary of 
Armour and Company, Chicago, III. 


NEW CONNECTIONS... 

Horace C. Walton is now financial as- 
sistant to the vice president of American 
Machine & Foundry Company, New York. 


MERGERS... 

Harris-Intertype Corporation is the new 
name for Harris-Seybold Company (Cleve: 
land, Ohio) into which Intertype Corpo- 
ration (Brooklyn, N. Y.) was merged re: 
cently. George C. Houck has been named 
president of the Harris-Seybold Company, 





THE CONTROLLER * AUGUST, 1957 











which 
divisio: 
Dively 

new CO 


ADDIT! 

Loui: 
and c 
Dallas, 
Corpor 
H. Hay 
he wil 
ander 
well a 
Brown 


NEW | 

Dale 
Inc., K 
C. Do 
Missou 
elected 
tional | 
L. Noh 
Savers, 


E. E. 
Philad 
the N 
author 
tion to 
ing du 


RETIRE 
Will 
control 
ness. / 
14, 1° 
United 
DC. 
States | 
Pittsbu 
to goir 


EXTRA 

Juds 
vey, Sp 
Paul H 
lers Ir 
dean c 
Admir 
Nichol 
York | 
and Py 
School 


SPEAK 
Geo 
Irwin 
on “Br 
Capita 
Orient 


— 


Industrie 
fied ass 


challen 


The Co1 


—_—_ 


THE CC 





tras- 
urni- 


as- 
an 
rk. 








| which will continue under that name as a 


division of Harris-Intertype. George S. 


Dively is chairman and president of the | 


new corporation. 


ADDITIONAL DUTIES... 


Louis G. James is now vice president 
and comptroller of Lone Star Gas Co., 
Dallas, Tex. . . . Jones & Laughlin Steel 
Corporation, Pittsburgh, Pa. has elected 
H. Hayes Wunderlich as a vice president ; 
he will continue as treasurer. . . . Alex- 
ander Archibald became vice president as 
well as secretary-treasurer of Cockfield, 
Brown & Company Limited, Montreal. 


NEW APPOINTMENTS .. . 

Dale E. Bevard has joined Nelly Don, 
Inc., Kansas City, Mo., as treasurer. . . . 
C. Donald Peet, vice president-finance, 
Missouri Pacific Railroad Company, was 
elected to the Board of the Boatmen’s Na- 
tional Bank of St. Louis, Mo. . . . George 
L. Nohe is controller of Beech-Nut Life 
Savers, Inc., Albany, N. Y. 


HONORS TO... 

E. E. Bareuther, controller, Philco Corp., 
Philadelphia, Pa., who was co-winner of 
the NACA Gold Medal honoring the 
author of the most outstanding contribu- 
tion to the literature of industrial account- 
ing during the past year. 


RETIREMENT .. . 

William F. Dickson, after 50 years of 
controllership, has retired from active busi- 
ness. At the time of retirement on June 
14, 1957, Mr. Dickson was with the 
United States Air Force, Washington, 
D. C. He was associated with the United 
States Steel Corporation in New York and 





Pittsburgh, Pa., in various capacities prior | 


to going to Washington. 


EXTRACURRICULAR ACTIVITIES .. . 
Judges of the 17th annual report sur- 
vey, sponsored by Financial World will be 
Paul Haase, managing director, Control- 
lers Institute; Dr. G. Rowland Collins, 
dean of the Graduate School of Business 


Administration, New York University; | 
Nicholas E. Crane, president of the New | 


York Society of Security Analysts, Inc. ; 
and Prof. William Longyear of the Art 
School, Pratt Institute. 


SPEAKERS .. . 

George Moller, treasurer, Robertson- 
Irwin Limited, Hamilton, Ontario, spoke 
on “Budgeting on the Basis of Return on 
Capital Employed” at the AMA Finance 
Orientation Seminar held in Montreal. 





BUSINESS DOCTOR 


Industrial-commercial organization requires quali- 

fied assistant to president to develop subsidiaries. 

challenging opportunity + strictly confidential 
Box No. D2283 

The Controller, 2 Park Ave., New York 16, N. Y. 
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THE SEARCH FOR BRAINS 
IN 1960 will be easier if you 
do something about it NOW... 


Is your firm telling high school seniors and college students about 
the broad area of accounting careers today to insure having adequately 
trained accounting personnel tomorrow? 


The National Committee on Education of Controllers Institute of 
America has prepared this three-color 16-page booklet to help you 
inform today’s students of the many career opportunities that stem 
from academic training in accounting. 


The result of two years’ work and constant consultation with leading 
educators, this booklet answers the questions most often asked by 
students who are undecided upon a career. The Committee has 
already sent sample copies to colleges, secondary schools and 
guidance counsellors throughout the country. 


YOU CAN PLACE YOUR OWN IMPRINT ON THE BOOKLET IF YOU WISH 
TO IDENTIFY YOUR COMPANY’S INTEREST IN YOUR COMMUNITY 


DESIGNED FOR | DISTRIBUTION 


by corporations to high school 
gtaduates and college under- 


up in busin graduates in their recruiting 


moving 





areas, this “careers” booklet is 
aimed at attracting students to 
accounting and providing you 
with future accounting person- 


nel, and potential executives. 


25¢ per copy 
w Place Your Order Now! « 









a single forecast will not cover both items 
and promote a minimum inventory invest- 
ment. In a like vein, a single forecast will 
not cover all the items of the example— 
nor will a single forecast cover the items 
in any average inventory. 


RELATING FORECASTS AND CYCLES 
We are now acquainted with the inter- 

pretation of sales forecasts and the deriva- 

tion of inventory cycles. We know that al- 


Forecast Your Inventory (cominued from page 385) 


though sales forecasts are not completely 
reliable, their accuracy can be predicted 
and compensated for. In a similar manner 
we have found that each material has an 
inventory cycle which must be computed 
individually. From the sales forecasts and 
the inventory cycles we can now develop 
reasonable future usage figures. 

Again we can state a simple rule to 
cover the development of future usage: 
The time interval between the sales fore- 








With constantly rising clerical costs, slow manual methods 
are today as obsolete in the office as they are in the plant. 

However, with automatic procedures and the latest 
punched-card tabulating facilities available through Sta- 
tistical service, it’s no problem for any company to get vital 
facts and figures faster, more accurately and at lower cost. 
Through this practical approach, you can automate office 
procedures to keep pace with production requirements. 

If you operate your own tabulating department, Statistical 
is always ready to take care of your overloads and special 
assignments or provide helpful counsel in exploring better 


methods for speed and economy. 


“RUSH” means RUSH when it comes to reports that 
affect so many facets of your business. Statistical service is 
geared to help you meet the tightest schedules. Even if it 
means working for you nights and week ends. 





Just phone our nearest office for fast action. 


CHICAGO 

53 West Jackson 
HArrison 7-4500 

NEW YORK 

80 Broad Street 

WHitehall 3-8383 
ST. LOUIS 

411 N. Tenth St. 


STATISTICAL 


TABULATING CORPORATION 


Established 1933 - Michael R. Notaro, President 


TABULATING CALCULATING + TYPING 
TEMPORARY OFFICE PERSONNEL 





MAin 1-7777 


NEWARK 


National-Newark Bldg. 


MArket 3-7636 
CLEVELAND 
1375 Euclid Ave. 
SUperior 1-8101 
LOS ANGELES 
541 So. Spring St. 
MUtual 8201 


cast preparation and the period being 


forecasted should match the 
cycle time. 

The best way to explain the use of this 
principle is through an example: We have 
to order a material today which has a total 
cycle time of 10 weeks. Therefore, we cap 
expect the material to be needed for sales 
starting two and one half months from to. 
day and extending for the life of the lot. 
size being issued. Let us say we have been 
buying two months’ supply. Matching the 
cycle time to the sales forecasts would 
mean that we would use the usage for the 
periods two, three and four months in the 
future. If today is March 3, the material 
being ordered will be used during the last 
of May, all of June and the first part of 
July. Therefore we will use an average of 
the forecast usages for these months for 
the “‘monthly usage”’ figure in the lot-size 
calculation. 

This same process should be used on all 
materials for an inventory closely tied to 
future usage estimates. Let us now take the 
sales forecast example and the inventory 
cycle example compiled previously and de- 
velop the right forecast usage for each 
material. From this exercise we shall see 
how these principles can be applied to an 
entire inventory. Chart VIII brings to- 
gether the details we will need for this 
work. To simplify the example we have 
assumed that all parts and assemblies will 
come up for reorder for use in June sales, 
Normally this coincidence is not likely, 
but serves best to illustrate our principles. 
All figures given were obtained from the 
examples listed previously except the final 
column of usage figures, which were com- 
puted and added to the chart as shown. 
Similar figures should be easy to compile 
from the standard sales forecast, inven- 
tory, and accounting information available 
in all companies. 

In computing the future usage to be 
used for reordering, we used the top range 
figures in all cases. Why? The top range 
figures provide enough inventory for all 
likely sales levels, thus including a pre- 
dictable and logical safety allowance. By 
matching cycle time and forecast for each 
material, the safety allowance is kept to a 
minimum, The usage figures shown in the 
last column are the figures to use in estab- 
lishing lot-sizes and order-points. From 
the chart, when reordering for part E in 
April, a monthly usage of 45,200 should 
be used for lot-size and order-point com- 
putations. 

(Continued on page 412) 
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NATIONAL ORGANIZATION OF APPRAISAL ENGINEERS 
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; oe Manufacturing Lead Time 4? 2 6 2 aus aa 
2 h; £ | 
€ Nave & | Assembly Lead Time—Sub ° y hi 2 3 3 3 —_5 
a total Assembly Lead Time—Final 1¢ 1 1 1 1 1 
We Can Total Weeks 15 11 22 16 12 10 weeks 
rt sales | Notes: 1) The order preparation time is an average time taken on all orders involved in this 
om to- & | cycle. (T material is the exception proving the rule.) 
he 2) Z material is used in two manufactured parts, C and E, having lead times of four and 
e lot. & | 4 : 
» be three weeks respectively. We choose the four weeks as the longest time for the cycle 
© been time computation. 
ng the § | 3) Materials V and T are purchased ready for subassembly and as a consequence do not 
would have any manufacturing cycle time. 
‘or the 4) The subassembly times pertain to the particular subassemblies in which the materials are 
in th used. For example, materials Z and Y are used in subassembly B with a lead time of two 
eC 
: weeks. 
aterial 5) Material T goes directly into the final assembly (A) and has no subassembly lead ‘ime. 
he last 6) All materials have the same final assembly time—one week. 
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r all me ns No Jl 
pre- 
. By FORECAST USAGE 
each No. per Month in which Appropriate Top Top Range 
to a Part o1 $1000 Cycle to order June (000) Range Pos. or 
the — Assembi} Sales Times (w) for June Sales Forecast (000) Usage 
tab- A 100 15 May’ $105 $106 10,600? 
rom a 100 4.0 April 110 113 11,300 
E in Cc 200 8.5 March 110 116 23,100 
Id D 100 6.5 April 110 113 11,300 
" E 400 7.5 April 110 113 45,200 
om- F 600 5.0 April 110 113 67,800 
G 1200 8.5 March 110 116 138,600 
H 600 75 April 110 113 67,800 
rs 800 15.0 February 105 113 90,800 
= Y 300 11.0 March 110 116 34,650 
X 1200 22.0 December 105 126 151,200 
Ww 1200 16.0 January 100 114 136,800 
| V 2400 12.0 February 105 113 272,200 
RS T 600 10.0 March 110 116 69,300 
Y | Notes: 1) For simplicity, we have assumed all lot-sizes to be equivalent to one month's usage. 
A 2) The usage figures are computed by multiplying the no. per $1000 sales by the respec- 
*) tive top range for each part or assembly. 
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NOW! CUT POSTAGE 


EXPENSE ! 


i > 


Reduce Mail 
Room Labor 


costs! % 


NEW MANUAL 
SHOWS YOU HOW! 


Postal rates are going up! Stop mailing depart- 
ment waste. Apply modern techniques and ex- 
perience to your operation. Unique manual just 
published reveals actual mail department pro- 
cedure of hundreds of alert and profitable firms. 
Shows how successful companies: 

e Cut Postage Costs 

¢ Train Mail Department Employees 

e Mechanize Mailing Operations 

e Reduce Operating Costs 

e Improve Post Office Relations 
Handsome gold-embossed plastic bound volume 
only $6.95 postpaid. Your money back if not 
satisfied. Order your copy of ‘‘Mail Department 
Organization and Control of Postage Costs” 
today! Address: 


a = POSTAL REVIEW 
ASSOCIATES ————= 


Consultants in Company Mailing Operations 
Battle Creek 3, Michigan 


EMPLOYMENT * EQUIPMENT * MISCELLANEOUS 


RATES: $5.00 per inch or fraction thereof each | 
insertion. 50¢ each additional line. Payable in | 
advance. Allow approximately 40 words to the | 
1 column-wide inch including 2 words for box | 
number. Closing date 10th of preceding month. | 


Address box number replies to 
THE CONTROLLER 
Two Park Avenue, New York 16, N. Y. 
Replies will be forwarded. 
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COST REDUCTION 
MIE, BEE, Graduate Business Administration. 


Ten years’ diversified experience in leading | 


corporations in areas of systems and proce- 
dures, production control, project engineering, 
statistical work measurement, machine evalu- 
ation, research. Qualified to manage and 
conduct cost-reduction and decision-making 
studies. Personable, supervisory experience, 
accustomed to working with all levels of an 
organization. Box 2273. 


CONTROLLER or TREASURER 


Member CIA wants top-management job re- 
quiring ability to increase profits using tools 
of cost, procedures, electronic tabulation, etc.; 
coupled with sound judgment and ability to 
work with people. College graduate and 
trained by national industrial company noted 
for developing executives. Age 52. Box 2282. 





NOTE: THE CONTROLLER reserves the right to ac- 
cept, reject or censor classified copy and takes no re- 
sponsibility for the people contacted through this col- 
umn nor does it guarantee any item bought or sold. 











Forecast Your Inventory (continued from page 410) 


PRACTICAL USE 

We have outlined a logical procedure 
for interpreting sales forecasts, but how 
do we use this information in our every- 
day inventory operations ? 

First, of course, we need a sales fore- 
cast within known bounds of reliability— 
similar to our original chart. Second, that 
sales forecast must be readily available at 
prescribed intervals. Third, the forecast 
must be detailed by products, so we can 
obtain material lists equivalent to the en- 
tire forecast. 

Past sales forecasts should be compared 
to actual sales to establish the reliability 
pattern. Sales forecasts will be easier to 
obtain once it is learned that absolute ac- 
curacy is not expected. From the forecasts 
of known reliability the future usage 
ranges can be developed. Top manage- 
ment may wish to be consulted on the use 
of the ranges inasmuch as the safety factor 
included in the top range may establish a 
sizeable inventory investment. 

A time cycle for each inventory material 
should be computed in the same way that 
we derived the example cycle times. This 
process may be simplified by grouping 
items by natural classifications (e.g. bear- 
ings, bar stock, motors, etc.) and comput- 
ing the cycles by groups. Usually the cycle 
times can be posted to the inventory rec- 
ords and used indefinitely. The cycle 
times must be changed only when there 
are changes in lead times. 

With forecast usage information and 
cycle times available, the true estimates of 
future usage can be computed and used in 
the calculation of all new inventory order 
sizes and reorder points. This basic infor- 
mation should be used as order-points are 
reached—there is no special time to use 
this technique. For simplicity’s sake the 
use of this new procedure can be restricted 


to high-value items. In this way the mg 
jority of an inventory (by value) can} 
closely controlled with a minimum of spe 
cial effort and complication. 


CONCLUSION 

We have presented a method of trap, 
lating sales | te into bases for inven 
tory orders. A general, practical procedurg 
has been developed which can be used ig 
regular inventory operations. Allowances 
have been included for sales forecast te. 
liability and for the complications of ny. 
merous inventory items. 

The results should be an inventory more 
sensitive to, and more reflective of, sales 
fluctuations. An inventory can be budg. 
eted more closely and the investment in 
material more easily justified. As the 
shortest time cycle possible is used for 
each specific inventory item, material ex. 
cesses and shortages are held to a mini- 
mum. A reduction in inventory costs can 
be expected; coupled with an assurance 
that inventory ordering is based on logical 
procedures. 

This general presentation must be 
adapted to specific conditions. Inventory 
orders based on sales forecasts are theo 
retically the best, but the approach must 
be practical. The system should be tried 
on a portion of an inventory to prove its 
effectiveness—and to convince all pet 
sonnel involved of its practicability. Then 
its scope can be expanded with the enthu- 
Siastic assistance of the entire inventory 
control organization. 

Herein is another aid to management, 
not a substitute. The routine which de} 
velops better future usage figures pro 
motes better inventory control with less: 
effort, but does not release management 
from any of its basic decision-making re 
sponsibilities. 


Control of Expendable Tools Set Forth in SBA Leaflet 


Careful maintenance and preservation 
of production tools can increase their life 
by as much as 100%, according to a leaf- 
let announced by the Small Business Ad- 
ministration. The leaflet, ““Control of Ex- 
pendable Tools—II,” enumerates the fac- 
tors essential to a successful plan, includ- 
ing the maintenance and preservation of 
tools, check and charge-out slip systems, 
accounting for tools, reporting on or re- 
pair of damaged tools, and perpetual in- 
ventory. 

Regarding the charge-out slip system, 
the leaflet points out that those organiza- 
tions which studied the potential econo- 
mies resulting from a well-planned ex- 
pendable tool accounting system, have 
adopted a method which goes far beyond 
that of merely assuring the return of the 
tool to the tool crib. The results have been 


so rewarding that the systems, even when 
started with tongue-in-cheek acceptance, 
have gained ever-increasing interest and 
support from management. 

The leaflet also points out that an anal- 
ysis of the completed charge-out slips will 
provide a picture of the usage of each tool} 
for the period covered and, when com 
pared with usage data for preceding pe 
riods, will also indicate whether the usage 
is increasing or decreasing. 

Damaged tool reports will provide in 
formation for the icone of inventory” 
as well as data on repair costs, losses, and 
value of scrap accumulated, due to dam 
aged tools. 4a 

“Control of Expendable Tools—I,” 1s) 
sued by the Agency in April 1957, dis 
cusses the place and person to be consid=) 
ered in implementing a tool maintenance) 
program. q 
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